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MONETARY DEVELOPMENTS IN NIGERIA SINCE 1958 
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THE SOCIAL AMD ECOWOMIG BACKGROOMP 
The factors influenclzig the monetary azid f i s a n c i a l 
develoFments i n Nigeria are ccn^lez. To give a comprehensive 
account of a l l these influences» and more p a r t i c u l a r l y , to 
accord due weight to h i s t o r i c a l factors would require a 
sizeable monograph. I t i s thus p l a i n that any attempt at 
a comprehensive account of the formative influences i s out 
of the question, nevertheless, i t remains true and 
Important that no monetary, banking or fin a n c i a l system 
can be adequately understood, l e t alone constructively 
c r i t i c i z e d , i n i s o l a t i o n trm the economy and society within 
which, and for the benefit of which i t operates. I t i s the 
purpose of th i s chapter to provide such an account, though 
one which i s necessarily b r i e f , incomplete, r e s t r i c t e d to 
conditions as they are today, and neglectful of the role 
of the past i n determining the present. Indeed, thi s chapter 
describes only those c h a r a c t e r i s t i c s of the econony which 
appear to have the most di r e c t iinpact yx^on their monetary 
and f i n a n c i a l arrangements. 
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1, P o l i t i c a l Status. Population and Areag 
The Federation of Nigeria attained Independence within 
the B r i t i s h Commomrealth on October 1 , 196O, almost exactly 
a hundred years a f t e r Kln^ Bosumu ceded the port of Lagos 
to the B r i t i s h Crown and welcomed B r i t i s h rule* Nigeria 
I s a few years behind other B r i t i s h dependencies I n Asia 
and A f r i c a which have become sovereign states. The Interval 
between the Independence of those countries and that of 
Nigeria affords the l a t t e r an opportunity to study I n 
perspective the problems which confront a new state and the 
way i n which other peoples are trying to solve them. She 
stands a chance, therefore, of profiting by the experience 
of other nations and of avoiding seme of the p i t f a l l s wblch 
have brought a few peri l o u s l y close to disaster, 
Nigeria, by virtue of her size and population, appears 
destined to play an Important role I n A f r i c a , Her size of 
373,000 square miles I s fo u r - f i f t h s the s i z e of the Union 
of A f r i c a , and four times that of Qhana. Her population, 
variously estimated at between f i f t y - f i v e m i l l i o n and 
fifty-seven m i l l i o n I s f i v e times the population of South 
Mrlca and more than nine times that of Ghana, The great 
v a r i a t i o n I n geographical conditions and natural resources 
I n the different parts of the country gives diversity to 
the economy and assures her a high degree of v i a b i l i t y , which 
I s denied to a one-crop econony* 
. . . /3 
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Nigeria i s a Federation of four regions: the North, 
the West, the Mid-West and the East. The Northern Region 
with an area of about 282 ,000 square miles and a population 
of nearly t h i r t y m i l l i o n , i s larger than the other three 
regions put together. 
The Population figures given are 1963 Census figiges 
The Western with the Mid-Western Region put together 
i s k5fOOO square miles with about thirteen m i l l i o n inhabi-
tants, and the Eastern i s 29 ,300 square miles with about 
twelve m i l l i o n inhabitants. Lagos with a population of 
600,000 inhabitants, i s the Federal Capital and i s also 
a federal t e r r i t o r y outside the four regions. Ibadan, the 
largest town i n Nigeria, with a population of nearly one 
m i l l i o n i s the c a p i t a l of Western Region. Kaduna, Enugu 
and Benin City are respectively the capitals of the Northern, 
Bias tern and Mid-Western Regions. 
2, Economic Develoiments 
The Economy of Nigeria rests mainly on Agriculture. 
The national income per head of £ 3 0 per annum i s very low 
by cooxparison with the £5k per annvim standard i n Ghana. . 
The country i s p r a c t i c a l l y s e l f - s u f f i c i e n t i n foodstuffs, 
the Northern Region producing guinea corn and m i l l e t for 
i t s own consuB^tion and the Western and Eastern Regions, 
yam and cassavsu The Western Region also produces maize 
...A 
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and other foodstuffs are produced at different places, 
r e s u l t i n g I n a large volume of internal trade. The cattle 
population of Nigeria I s about eight m i l l i o n , a l l I n the 
Northern Region, which also has more of other livestock 
than the r e s t of the country put together, 
Government revenues are dependent largely on export 
and Import duties. The t o t a l Imports for 1962 and 1963 
were £263 m i l l i o n and £208 m i l l i o n respectively. Exports 
for the same period were £l6it. m i l l i o n and £ 1 8 3 m i l l i o n 
respectively. Customs and excise for the two periods 
amounted to £85 m i l l i o n each year. 
Agriculture, forestry and fishing provide Nigeria's 
most Important exports, though 10 per cent of the t o t a l 
aamual export I s of minerals. Next af t e r Ghana and B r a z i l , 
Nigeria i s the world's largest producer of cocoa, exporting 
88 ,000 tons i n I 9 6 3 as agalz^t 2l;0,500 tons from Ghana, 
This crop i s mainly raised i n the Western Region but efforts 
are being made to extend production to the Eastern Region, 
The major part of the rubber and tiiaber exports i s also 
from the Western and Mid-Western regions. The Eastern 
Region r a i s e s the bulk of palm products ( palm o i l , palm 
kernels and palm kernel o i l ) though the Western Region also 
produces some, about 3 per cent of the palm o i l i s 
consumed l o c a l l y . The Northern Region exports groxmdnuts, 
cotton, hides, skins and benniseed. The collection, grading 
.../5 
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and transportation of Nigeria's export crops are now under-
taken by the Regional Marketing Boards. These statutory 
boards guarantee minimum prices to the farmers, usually 
much l e s s than the market prices and thsy keep the d i f f e -
rence i n reserve funds for the purpose of price s t a b i l i z a t i o n . 
A c e n t r a l agency, the Nigerian Produce Marketing Company 
Limited, having i t s headquarters i n London, undertakes the 
actual s e l l i n g of Nigerian products i n international markets. 
For the most part, Nigerian products are sold at world 
market p r i c e s . 
The mineral resources of Nigeria include t i n , columbite, 
coal and o i l . T i n i s mined i n the Bauchi Province of the 
Northern Region. The ou'^ut of t i n i s approximately 13,000 
tons yearly and that of eolumbite i s approximately 2>300 tons 
and their t o t a l export value i n 1963 was about £9 m i l l i o n . 
The price of coltaabite, l i k e the price of many other Nigerian 
exports, i s subject to sharp fluctuation i n world markets 
and t h i s i s a serious threat to economic s t a b i l i t y . Coal 
i s miMd i n Bnugu i n the Eastern Region, and i s p r a c t i c a l l y 
a l l consumed l o c a l l y . O i l has been found i n the Eastern 
Region at O l o i b i r i , Brass Division, and at Afam, Owerri 
Province. About 1,000 tons are produced daily and the 
annual output i s expected to reach the 800,000 tons target 
by the end of 196U. A l o c a l o i l refinery has been established 
. . . / 6 
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i n Port Harcourt Eastern Nigeria and w i l l soon go into 
production. 
There i s l i t t l e industry i n the country. During the 
colonial period, the Government bui l t the railway and the 
motor roads; the ports and harbours; the e l e c t r i c plants, 
waterworks and coosnunlcatlon systems. These are being 
rapidly expanded i n accordance with the development programme 
of the country i n i t i a l l y under departmental administration. 
Recently the departments have been replaced by public boards 
and corporations. 
The Nigerian Railways i s the chief l i n k between the 
three regions. I t has 2,000 miles of track and transports 
annually approximately seven m i l l i o n passengers and about 
three m i l l i o n tons of freight. The management has recently 
been placed i n the hands of a public Hallway Corporation, 
I n May, 1938, the international Bank of Reconstruction and 
Development made a loan of £10 m i l l i o n to the Federal Govern?-
ment for me by the Corporation for i t s development prograimne 
and for extending the railway from Kano to Bornu, The Nigeria 
Airways Corporation Limited i s a joint enterprise of the 
Federal Government, B r i t i s h Overseas. Airways Corporation and 
Elder Dempster Lines Limited (a shipping l i n e long established 
i n West A f r i c a ) . The Corporation provides internal a i r 
service as w e l l as f l i g h t services connecting Lagos with the 
other B r i t i s h West African t e r r i t o r i e s and with London, A 
. . . / 7 
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Ports il^tliopity has l a t e l y taken over the management of the 
ports i n Lagos and Port Hareourt as w e l l as the smaller 
ports of Calabar, Buratu, Sacpele and Warri. 
The E l e c t r i c i t y Corporation of Nigeria manages the 
scattered e l e c t r i c i t y stqpply plants throoghoat the eoimtry. 
With inereased demand for power and the r i s e i n coal mining 
labour wages, coal and imported petroleum can no longer be 
r e l i e d xxpon exelusively as f u e l for generating e l e e t r l e i t y . 
A systematic survey of power sources i n the country has been 
made and schemes have been adopted for developing hydro-
e l e e t r l o power for the Blver Niger and for generating 
e l e c t r i c i t y for the l i g n i t e deposit i n Asaba. 
There are small i n d u s t r i a l enterprises i n i t i a t e d by 
expatriate f i r a s for manufacturing soetp, bear, cans and 
ci g a r e t t e s . Seme Nigerian finns have also set 19 ceramic 
and t e x t i l e f a c t o r i e s . The farther development of industry 
has been l e f t to private investment and the governments of 
the Federation have offered f i s c a l and other indueements to 
a t t r a c t foreign c a p i t a l . Cement faetoMes had been esta-
blished at Bkalagu i n the Eastern Region by the Nigerian 
Cement Ccnpany and at Bsekoro, Abeokata i n Western Nigeria 
by the ©ovemment of that Region. Similarly the Kaduna 
T e x t i l e M i l l s recently opened i t s new t e x t i l e f&etory i n 
Kaduna, Northern Region. 
About 600,000 wage-earners are employed either by 
. . . / 8 
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the Government or by the commercial firms for work i n 
transport, mining, construction, agriculture and livestock 
farming. Trade Unions have been organised and are very 
much a l i v e to the workers' i n t e r e s t s . The Trade Union Law 
was enacted i n I938 when the government was the chief 
employer of labo\ir. The desire for new unions to concentrate 
t h e i r a c t i v i t i e s within their departments and avoid outside 
Influence, gave the feature or v e r t i c a l organisation to the 
Nigerian Trade Unions, A typical Nigerian Union comprises 
not the craftsmen or a r t i s l a n s i n an industry, but a l l the 
workers i n a government department, firm or business, e,g,, 
the Railway Workers Union, the Ports Authority Workers Union, 
"Economic develoianent i s a matter of great Importance 
to the new goveriments i n Nigeria and the regional govern-
ments have undertaken separately to prepare and f u l f i l 
t h e i r own develoianent plans. The National Economic Council, 
on which representatives and economic easperts from each 
region and the federal government s i t , has the duty of 
co-ordinating the plans. Most of the plans adopted for 
1962-68 development programme related to the provision and 
expansion of s o c i a l and economic overheads such as a g r i c u l -
t u r a l extension, roads, and bridges, public works, water 
supply, e l e c t r i c i t y , schools, hospitals, etc. 
Education has made great strides i n recent years. I n 
the Western Region, free primary education for children 
. . . / 9 
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between the ages of s i x and twelve was introduced i n 1933 
as part of the development programme; and i n 1937 the 
Federal Government introduced similar schemes for the Federal 
t e r r i t o r y of Lagos. Under one m i l l i o n children were i n 
primary schools i n Nigeria i n 1950, but th i s figure rose 
to one and a quarter m i l l i o n i n 195k and i s now over two 
m i l l i o n . When i n another year, the e x i s t i n g teacher training 
schemes are f u l l y developed, over 200,000 teachers w i l l be 
i n t r a i n i n g annually. At present f i v e universities are 
i n existence a l l over the Federation. At the University 
of Ibadan, the premier of a l l the other u n i v e r s i t i e s , over 
1,000 students receive higher education i n various f a c u l t i e s . 
Higher technical education i s provided by the Nigerian 
College of Technology located now at Yaba near Lagos. 
The commercial banks i n Nigeria have been brought under 
the supervision of the Central Bank of Nigeria which com-
menced business i n July, 1939* The comnercial beuoks 
inclTJde the l o c a l branches of a number of important European 
banks as well as the indigenous banks. The Central Bank now 
issues the Nigerian currency (formerly issued by the West 
African Currency Board with i t s headquarters i n London), 
which as i n the past i s convertible with s t e r l i n g at par, 
the issue being backed pound for pound by s t e r l i n g . The 
Central Bank has also developed a security market i n Nigeria, 
the Lagos Stock Exchange, and some federal loans have already 
.../lO 
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been Issued and treasury b i l l started to be on sale by the 
end of 1939. More w i l l be said about these recent develop-
ments i n l a t e r chapters, 
(3 ) National Income; 
Between 1933/52 and 1960 /62 , the National Incane 
Increased i n r e a l terms ( i . e , a f t e r discounting price 
changes) by the egulvalent of at l e a s t ii- per cent per annum, 
and by the l a t t e r year Nigeria's National Income was estimated 
at not l e s s than £ 1 , 1 1 2 m i l l i o n , Av National Income of this 
s i z e i s large i n A f r i c a , and indeed i s considerably bigger 
than the combined National Incomes of the whole of the 
former B r i t i s h Eiast A f r i c a and Central African Federation, 
The National Income per head i n 19S1/62 was estimated at 
something near £ 3 0 , I t i s the primary aim of the Govern-
ments of Nigeria to r a i s e the National Income per head and 
the standard of l i v i n g as rapidly as possible. After 
allowing for the increases i n the population, the National 
Inccaoe per head Increased i n r e a l terms by the equivalent 
of 2 i per cent (or 1©/- ) per annum between 1930/51 and by 
k per cent per annum between I961/62 and private consisnption 
increased by about the same amount. I n addition, there was 
ai considerable expansion i n Government expenditure and gross 
domestic: investment, f l n a n ^ d mainly by a change from net 
investment overseas to the u t i l i s a t i o n of past savings, by 
. . . / I I 
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the increased y i e l d s from indirect taxation and the additional 
private overseas investment i n Nigeria, The twin developments 
of a g r i c u l t u r a l exports and i n d u s t r i a l i s a t i o n are expected 
to accelerate the growth i n the National Income and the 
wealth of Nigeria considerably. 
(4) Foreign Trades. 
Foreign Trade i s important to Nigeria not only i n provi-
ding her with imports but also as a source of public revenue. 
Since the end of the war, both imports and exports have 
v i r t u a l l y been freed from control. They have also e^^anded 
greatly and between ISkl and 1937, exports increased i n value 
from £kk m i l l i o n to £126 m i l l i o n and imports from £33 m i l l i o n 
to £15U i B i l l i o n . Between 1938 and 1963, t o t a l exports 
increased from £13U m i l l i o n to £189*3 m i l l i o n and imports 
from £168 m i l l i o n to £207*3 m i l l i o n . The future prosperity 
of Nigeria, p a r t i c u l a r l y u n t i l industry has developed further 
i s l a r g e l y dependent on a sustained expansion of Nigeria's 
escorts, which w i l l not only enrich the country generally 
but also pay for an expansion i n imports and provide both 
d i r e c t l y and i n d i r e c t l y additional Government revenue. 
Nigeria, however, being mainly a primary producer at present, 
i s p a r t i c u l a r l y dependent on world prices for her prodiicts. 
The treaty of Rome signed by France, West Germany, I t a l y , 
the Netherlands, Belgium and Luxembourg, and creating the 
. . . /12 
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Surepeaa Seonomie Commmiity with i t s indications that the 
Associated Overseas T e r r i t o r i e s of France and Belgium w i l l 
receive p r e f e r e n t i a l treatment i n the purchase of cer t a i n 
ecsmnodities i s therefore p a r t i c u l a r l y disturbing when i n 
1963, Nigeria sold products worth over £50 m i l l i o n to these 
countries. There are good prospects of substantial increases 
i n some of Nigeria's exports. Nigeria, however, l i k e other 
primary producing countries i s very vulnerable to changes 
i n the prices received f o r her products and any gain for 
the production of a ^ i t i o n a l quantities of exports would 
be n u l l i f i e d i f the prices f o r them should f a l l severely. 
Ultimately, the solution must l i e i n an increase i n world 
demand both f o r a rai s i n g of the standard of l i v i n g throughout 
the world and from the development of additional uses f o r 
primary products. b 
Since 1955, Nigeria's imports have exceeded her exports. 
For son© years p r i o r to t h i s , receipts frcan exports were 
considerably i n excess of payments f o r imports, mainly 
because the Marketing Boards, Governments and q.uasi->government 
bodies were accumulating considerable savings. I n p a r t , 
these savings were involuntary and due to the d i f f i c u l t y 
of executing works programmes. Prrai 1955 onwards, there 
has been a progressive change and w i t h the expansion i n the 
building and c i v i l engineering industry, Nigeria has been 
. . . /13 
- 13 -
devoting the balances b u i l t up i n e a r l i e r years to much 
needed development. The use of past savings - which had 
been invested i n London u n t i l they should be needed - has 
involved a running down of Nigeria's s t e r l i n g balances and 
a l l i e d to increased overseas investment i n Nigeria i n the 
l a s t three years, has caused a sharp increase i n imports 
which has resulted i n adverse trade balances. These are 
l i k e l y to continue f o r some years as a r e s u l t of the high 
l e v e l of development financed i n part by t l s continued 
u t i l i s a t i o n of past savings, foreign loans and investmsnts, 
i l high l e v e l of c a p i t a l investment i s essential i f Nigeria's 
developoent i s not to be unnecessarily retarded, but the 
care f u l planning and co-ordination of development w i l l be 
essential t o ens\ire that e:5>enditure does not exceed the 
resources which can be made available without straining the 
s t a b i l i t y of the economy. 
Conelusiont-
The prospects f o r raising the wealth of the country 
and the l e v e l of the National Income rest largely on the 
p o s s i b i l i t i e s of increasing exports and developing industry. 
As regards exports, there are good grounds f o r hoping that 
o i l exports w i l l become Important, but i t i s to a g r i c u l t u r a l 
production that Nigeria must look for some time t o come for 
any major increase i n export earnings. As has been indicated, 
.../lU 
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there are prospects of increasing the quantities of certain 
of the more important a g r i c u l t u r a l commodities exported, 
although the Rome Treaty makes the future demand for t hem 
more than usually uncertain. 
Industry can make a slower but nevertheless r e a l c o n t r i -
bution to increasing the wealth and r a i s i n g the standard of 
l i v i n g i n Nigeria. Industry and agriculture need not compete. 
They can and should be complementary to each other, increased 
a g r i c u l t u r a l production i n helping to raise the purchasing 
power of the population w i l l increase the demand f o r manu-
factured goods and by expanding the Home Uarket, a t t r a c t 
industry. Industry w i l l not xmly provide employment and 
generate wealth, but w i l l also increase the deomnd f o r 
a g r i c u l t u r a l foodstuffs to feed the persons i t employs 
and provide a market for some of the produce at present 
exported. I n only one sphere do the needs of agriculture 
and industry compete and that i s i n t h e i r c a l l s on public 
money. I n d u s t r i a l i s a t i o n involves heavy capital investment 
and the pace of a g r i c u l t u r a l development w i l l be conditioned 
to some extent by the money that can be diverted or attracted 
to i t . The many cal l s on the lim i t e d funds a t the disposal 
of Qoverment make i t imperative that private investors 
8hOT3ld be encouraged to finance those forms of development 
which are normally a t t r a c t i v e to them. These inclMe 
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industry and large scale a g r i c u l t u r a l development, and the 
leaders of the Nigerian Governments have recognised the 
important help that private investors can give to the country. 
Where necessary, and w i t h i n the l i m i t s of the funds available, 
the Goverments and quasi-government bodies w i l l also stand 
ready to invest i n industry and i n the development of large-
scale a g r i c u l t u r a l u n i t s . The greater part of available 
public monies w i l l however, have to be used to provide public 
services, such as communications, health and education which 
are essential to the future development of Nigeria and which 
by t h e i r nature are not suitable for financing by private 
investors. 
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CHAPTER TWO 
A HISTORICAL SKETCH OP MONBY AND 
BANKING SYSTEM IN NIGERIA 
Banking h i s t o r y i n Nigeria begins w i t h the formation 
of the A f r i c a n Banking Corporation i n 1872^ . The main function 
of the Corporation was the d i s t r i b u t i o n of B r i t i s h currency 
(coin) i n Lagos and the surromiding d i s t r i c t s . This function 
was taken over i n 1894 by the Bank of B r i t i s h West A f r i c a 
(B.B.W'.A.). 
I n 1912, the West African Currency Board (W.A.C.B.) 
succeeded the B r i t i s h Treasury as the sole authority f o r the 
issue of c\irrency for a l l B r i t i s h dependencies i n West A f r i c a . 
The West A f r i c a Currency Board was never a bank, although i t 
held the r e s p o n s i b i l i t y f o r the issue of Nigeria currency f o r 
almost h a l f m century (1916-1959). 
Between 1912 and 1917> the B.B.W.A. was the only bank 
operating, i n Nigeria. The largest commercial bank i n the 
country today, Barclays Bank D.C.O,, opened i t s f i r s t branch 
i n Nigeria i n 1925. The National Bank of Nigeria Limited, 
the oldest indigenous bank i n existence, was established i n 
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1933« The three banks mentioned i n t h i s paragraph were the only 
ones operating i n Nigeria between the end of the great dep-
ression (1933) and the end of World War I I {19h5). 
The outburst of economic a c t i v i t i e s marking the r e t i i r n of 
peace i n 19'4-5t occasioned the opening of nineteen indigenous 
banks i n Nigeria between 19U5 and 1950. i a i but two of the 
banks f a i l e d . I n consequence, t o t a l bank assets, which had 
r i s e n from about £9 m i l l i o n i n 19k3 to £17 m i l l i o n i n 1948, 
slumped to about £ll|. m i l l i o n at the end o f lSk9» 
When the Nigerian Penny Bank f a i l e d i n 19U6, a large 
number of i t s customers l o s t t h e i r small deposits. The 
ensuing outcry prompted the Goverianent to i n s t i t u t e the Pat on 
Commission to stiody the banking s i t u a t i o n i n Nigeria. 
The Paton report was published i n 19U8. I t reccHnmended 
a minimum pai d - t ^ c a p i t a l of £12,500 and that a l l banks must 
henceforth be registered. Those already established were 
given three years of grace to r e g i s t e r . 
The Banking Ordinance based on Faton's recommendations 
did not become law u n t i l May, 1952. Bank promoters exploited 
the Government's delay. A spate of indigenous banking a c t i -
v i t i e s spurted out eighteen new banks being opened during 
1951 and early 1952. None lasted two years. Fourteen of these 
s t i l l b o r n banks had paid-\^ c a p i t a l of less than £6,000. One 
of the remaining four, which had paid-up capi t a l of £10,000, 
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had at one time as many as twenty-six branches. 
Prior to the enactment of the 1952 Banking Ordinance, 
undertaking of banking business was very easy. But six 
years elapsed a f t e r the Ordinance before the Muslim Bank 
fWest Af r i c a ) Limited was opened i n 1958. 
I n coQpliance w i t h the recommendations of the Loynes 
Commission, set \sp by the Government i n 1957, a new banking 
ordinance and the Central Bank of Nigeria Ordinance became 
law i n 1958. The main provisions of the 1958 Banking 
Ordinance are the o b l i g a t i o n of commercial banks to comply 
wi t h the minimxam l i q u i d i t y r a t i o prescribed frran time to 
time by the Central Bank, the l i m i t a t i o n imposed on lending 
and on the type of business banks may undertake, and the 
appointment of a Banking Examiner. 
The Central Bank of Nigeria began formal pperations on 
July 1 , 1959. The Bank took over the function of cxirrency 
issue frcan the W.A.C.B., whose currency ceased to be legal 
tender i n Nigeria on September 3 0 , I 9 6 2 . 
Some important foreign banks have opened branches i n 
Nigeria i n the past few years (since I 9 6 0 ) . These include 
the Bank of America (National Trust and Savings Association), 
the Chase Manhattan Bank, the Bank of India, and Arab Bank 
Limited. Since December I 9 6 2 , the t o t a l number of consnercial 
banks operating i n Nigeria has been seventeen. 
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An amendment to the Banking Ordinance i n 1962 provides 
f o r the r a i s i n g of the paid-i;^) c a p i t a l of commercial banks 
from £12,500 to £250,000, specifies assets qualifying f o r 
inclusion i n data for conrputing l i q u i d i t y r a t i o , and requests 
commercial banks t o l i n k t h e i r i n t e r e s t rate structure w i t h 
that of the Central Bank. A3ti Exchange Control Act, discou-
raging unbridled outflow of funds was also passed i n 1962 
(with the Central Bank as the imiin regulator). 
I n sxsnmary, i t should be noted that none of the banks 
established during the l a s t ten years has f a i l e d . Fraudulent 
practices, bad management, lack of banking and accounting 
experience, and rushed opening of ill-equipped branches, 
were the ma;)or causes of bank f a i l u r e s i n the pre-1952 era. 
Some of the early promoters of indigenous banking s t i l l 
believe, however, that t h e i r i l l - f a t e d e f f o r t s were a reaction 
against the p o l i c i e s of non-Nigerian banks, which were at that 
time u n w i l l i n g to grant f a c i l i t i e s t o indigenous businessmen. 
A r e a l i z a t i o n that n a t i o n a l i s t struggles for independence 
were at t h e i r peak i n the decade 19U5-195U lends weight to 
t h i s view. 
Every developed country i n the world has at one time 
or the other faced the teething problems of establishing ai 
sound banking system. I t i s s i g n i f i c a n t t h a t , the perennial 
l i q u i d a t i o n of banks i n the past notwithstanding, t o t a l bank 
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assets rose by about £110 m i l l i o n to nearly £118 m i l l i o n 
(over 1,000 per cent increase) between 1950 and I96O. I n 
the decade ended December I 9 6 2 , ccmmereied banks' loans and 
advances jumped from £10.2 m i l l i o n to over £77 m i l l i o n , t o t a l 
investments increased from £0.3 m i l l i o n to £5 m i l l i o n , 
while t o t a l deposits grew: at an average rate of nearly 
£6 m i l l i o n per annum to £86 . 9 m i l l i o n . Demand deposits rose 
from £2i|..5 m i l l i o n to £45.3 m i l l i o n i n the same period. 
Branch-banking, i s observed to have been a prcmii^nt 
feature throughout the course of banking history i n Nigeria. 
Between I89I4. and 1950, there were nearly i+O bank offices i n 
operation i n Nigeria and the Cameroons. Reflecting the quick 
tempo of economic a c t i v i t i e s and increased demand for banking 
f a c i l i t i e s i n Nigerian leading towns, bank branches increased 
to about 170 during the 1950^. The present number i s 209. 
I t would appear as i f the piiblic image of banks being \insound 
i s being gradually destroyed, while public confidence so 
revenously damaged i n the early 1950® i s being systematically 
r e b u i l t . 
s s s s s s s s 
- 21 -
CHAPTER THREE 
THE OPERATION OP THE WEST AFRICAN 
CURRENCY BOARD 
The Central Bank of Nigeria took over the functions of 
the West African currency Board immediately the former was 
established i n 1959» I t i s therefore expedient to know how 
t h i s Board (W.A.C.B,) performed i t s functions during the 
years of i t s operation i n B r i t i s h West Africa. 
The Departmental consnittee of Inquiry presided over by 
Lord Emmott was appointed by the Secretary 6f State to inquire 
i n t o matters a f f e c t i n g the currency of the British West African 
colonies and Protectorates, I t heard evidence frcm December 
I9IL to February 1912. I t s Report and Minutes of Evidence 
\ipon which i t was based were presented to B r i t i s h Parliament 
i n October 1912. As a r e s u l t of i t s delibrations and recom-
mendations the West African Currency Board was established 
by the Secretary of States i n November of the same year. 
This system which existed i n Nigeria u n t i l 1959 and 
which has served as a model fo r other Currency Boards else-
where i n other B r i t i s h Colonial t e r r i t o r i e s i s substantially 
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that proposed by the Committee i n 1912. I n accordance with 
the recommendations of the Committee, the Board maintained 
i t s headquarters i n London. I t s c o n s t i t u t i o n , duties and 
powers were o r i g i n a l l y set out i n a memorandum by the 
Secretary of State dated December 1912. These regiilations 
were revised i n 1915, 1924 and 1949. 
The SDBnott CcHnmittee's purpose i n recommending the 
establishment of a currency board was to devise a system 
which woiold ensure the c o n v e r t i b i l i t y i n t o s t e r l i n g at a 
known rate of exchange of both the old token s i l v e r cxirrency 
and the new West African coin; provide a means whereby the 
Colonial Governments might share i n the p r o f i t s of currency 
issue, and bring about, subject to cer t a i n safeguards, the 
i n i t i a t i o n of a West African issue o f currency notes. I t i s 
convenient to consider the Board's; operations under these two 
broad headings:-
( i ) THE EXTERNAL CONVERTIBILITY OF THE CURRENCY! 
The West Afr i c a n Currency Board operates primarily to 
define the West African pound i n terms of the poimd s t e r l i n g . 
The external value of the Board's; currency thus depends upon 
that of s t e r l i n g and the West African pound i s no more than 
the pound s t e r l i n g by another name. The i d e n t i t y between 
the two monetary units i s so close that enterprises i n West 
Af r i c a make no d i s t i n c t i o n between than i n t h e i r accounts. 
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I t could thus be realised that the West African colonies and 
protectorates are r e a l l y on a s t e r l i n g exchange standaini and 
not on a gold exchange standard. 
The Board also has no control over the quantity of 
currency i t supplies, nor has i t any apparent influence upon 
the rate of exchange at which i t supplies i t . The l a t t e r i s 
determined by the Secretary of State; the former by the amount 
of s t e r l i n g offered to the Board by those who desire West 
African c\arrency. The capacity of the Board to convert 
s t e r l i n g i n t o West African currency depends \:ipon i t s stock of 
the l a t t e r . Since West African currency i s r e l a t i v e l y simple 
and ine^ensive to manufacture, no d i f f i c u l t i e s need arise 
on t h i s score unless either the Mint i s unable to manufacture 
coin i n s u f f i c i e n t quantities, or the Board f a i l s to forecast 
demands with reasonable accuracy. I n practice, shortage of 
coin and notes have occurred due to both these reasons, but 
i n general the assumption of adeqxiate stocks i s a reasonable 
one. 
Symetrieally with the reasoning above, the capacity of 
the Board to convert West African currency i n t o s t e r l i n g 
depends upon i t s stock of the l a t t e r , that i s , i t s s t e r l i n g 
resources and i n p a r t i c u l a r , i t s l i q u i d s t e r l i n g assets, The 
Board's holding of such assets depends upon the magnitude of 
i t s assets, which i s influenced by i t s policy i n regard t o 
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the d i s t r i b u t i o n of income to the Colonial Governments and 
the form i n which i t elects to hold i t s resources. I n practice, 
the Board does not hold securities which are not readily marke-
table i n London. And since the Board does not hold non-sterling 
s e c u r i t i e s , i t i s clear that the magnitude of i t s s t e r l i n g 
reserves and t h e i r relationship to i t s currency l i a b i l i t y 
depend upon i t s p o l i c y i n regard to the d i s t r i b u t i o n of i t s 
income. This p o l i c y as stated i n the regulations of the 
duties and powers of the Board specified that when the Board 
i s s a t i s f i e d , and s h a l l have s a t i s f i e d the Secretary of State 
th a t i t s reserves are more than s u f f i c i e n t to ensure the 
c o n v e r t i b i l i t y of the coin and note issue, and to provide a 
reasonable reserve against possible depreciation, the Board 
may pay over the whole or part of the surplus amount i n aid 
of the revenues of the B r i t i s h West African Governments. 
Fr<Mi the short accoiint given above, i t i s readily apparent 
that the Board i s a * cxirrency authority' only i n a very 
r e s t r i c t e d sense. I t has no banking functions. I t exercises 
no control over the volume of currency on issue. Moreover, 
since i t does not hold the l o c a l securities of the ccmstituent 
t e r r i t o r i e s , the Goverments of these t e r r i t o r i e s can exercise 
no control over the currency supply, either severally or 
j o i n t l y . Prom the Board's point of view, the Board i s a money-
changing and accoxmting device. Beyond exchanging West African 
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currency f o r s t e r l i n g (and vice versa) and investing the ster-
l i n g so obtained i n securities approved by the Secretary o f 
State, i t engages only i n currency administration, 
( i i ) THE NOTE I3SUE:-
The introduction of a note issue was a matter which 
received much a t t e n t i o n from the Ensnott Committee. As we 
have seen, i t was of considerable importance f o r the B r i t i s h 
traders and bankers operating i n West A f r i c a and, i n par t i c u l a r 
i n Nigeria. No issue of notes was made u n t i l 1919. I n that 
year, ciu'rency notes of the dencmination of £5, £1 , 10/- , ^ -
and 3/- were made unlimited legal tender by Ordinance, The 
main reason f o r the introduction of the small denomination 
notes seem to have been the shortage of coinage metals. Over 
one m i l l i o n 2/r notes were i n c i r c u l a t i o n by June, 1919. S h i l -
l i n g notes were f i r s t issued i n 1919. By the end of June i n 
the same year, over nine m i l l i o n were i n c i r c u l a t i o n . The 
small denomination notes were temporary expedients forced 
xs^o'D. the Board by circumstances over which they had no control 
and could hardly have foreseen. They were unpopular smongst: 
Africans and were r a p i d l y withdraira once coin became more 
re a d i l y available, as i t d i d a f t e r the end of the F i r s t 
World War. 
By June 1922, only 89,410 two s h i l l i n g (2/-) notes 
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remained on issue, while the number of V- notes outstanding 
has f a l l e n t o 373»000. By June 1950, a l i t t l e over 25,000 
2//- notes and 60,000 V- notes remained outstanding. Since 
presentation of these notes i s infrequent, while they are 
r a r e l y - i f ever - met w i t h i n the markets, the assumption 
mxist be that the bulk of them have been l o s t or destroyed. 
I n p r a c t i c e , since the number of £5 notes outstaMing 
i s n e g l i g i b l e , amounting to only £140, the note issue consists 
of notes f o r £1 and 10/- of which the former denomination 
i s of overwhelmingly greater importance. 
The decision t o introduce notes confronted the Board 
w i t h the problem of ensuring not only t h e i r external conver-
t i b i l i t y i n t o s t e r l i n g , but t h e i r i n t e r n a l c o n v e r t i b i l i t y into 
coin. The Emmott Comnittee had suggested that t h i s should be 
carried out by: 
(a) making notes encashable, as of r i g h t , 
at one o f f i c e i n each t e r r i t o r y ; 
(b) maintaining at t h i s o f f i c e a coin reserve 
eqxial to three-quarters of the note-issue; and 
(c) the extension of f a c i l i t i e s for encashment, 
as f a r as practicaible, at government offices 
and treasuries. 
Accordingly, when notes were f i r s t introduced i n 19l6, 
a coin reserve amounting to the f u l l face value of the note 
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issue was maintained at the currency centre i n each colony. 
This policy of a specially earmarked coin reserve was aban^ -
doned i n 1920 and the whole West African coin reserve held 
at Lagos. F i n a l l y the coin reserve l o s t i t s separate i d e n t i t y 
and became merged with the stock of coin held at the main 
currency centres i n each colony. 
A coin reserve held at the main currency centre, even 
i f equal to the face value of a l l notes i n c i r c u l a t i o n , could 
only be e f f e c t i v e i n the prevention of a general break-down 
i n c o n v e r t i b i l i t y . I t could do l i t t l e or nothing to enaijre 
the c o n v e r t i b i l i t y of notice outside towns i n which the B r i t i s h 
b£U3ks maintained branches. As a consequence, evidence tvcm 
Nigeria indicates that c o n v e r t i b i l i t y has always been subject 
t o geographical l i m i t a t i o n . 
W i l t i n g of the Western Provinces i n the twenties, 
H. L, Ward Price z^cords that *'one could pick tip £1 notes 
f o r twelve s h i l l i n g s i n coin", A labourer who received his 
monthly wage of £1 i n the form of a note was at a great dis-
advantage since no one would change i t for him. The same 
w r i t e r also records an incident i n which one African trader, 
f a i l i n g t o obtain change f o r £100 i n notes, l e f t them behind 
on his departure and never returned t o claim them. I f t h i s 
incident was r e a l l y due to the d i f f i c u l t i e s of conversion, i t 
indicates an almost unbelievable s i t u a t i o n . 
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S i r William Geary also t e s t i f i e s that notes were at 
a hea-77 discount despite frequent prosecutions ^  while 
W, P. Hutchinson, writing i n December 1919 considered the 
e f f e c t of Imperfect c o n v e r t i b i l i t y to be of considerable 
importance and to i n f l i c t much hardship on Africans• 
This problem existed for a very long time anl did not 
disappear e n t i r e l y u n t i l i n the f i f t i e s . Even i n 1951, i t 
was reported that i n Benin City, by no means an inaccessible 
v i l l a g e , p r i o r to the opening of a branch there by the Bank 
of B r i t i s h West Af r i c a , notes were at a discount of from 
5 to 12 per cent i n the l o c a l market. The lower of these 
figures was confirmed by the manager of the Bank of West 
A f r i c a while the higher may Involve an element of exag-
geration, 
Quilte apart from the geographical limitations on conver-
t i b i l i t y , i t s general f a i l u r e , extending to the main conmercial 
centres, i s not unknown. I n 1937, crop prices rose very 
sharply and the Board records that the resultant demands 
for ctirrency were so heavy and so i n s i s t e n t that the Board's 
stocks, siibstantlal though they were, became quickly depleted. 
As a consequence, the Board sent to West Af r i c a some £2,k3 
m i l l i o n of Biank of England notes. These were made legal 
tender i n a l l fotir colonies by special enactment and some 
£1,87 millions were actually Issued, This c r i s i s caused by 
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the Board's f a i l u r e to foresee the r i s e i n crop prices and 
y i e l d s , broTJght about the collapse of co n v e r t i b i l i t y i n Kano • 
a tcmi i n Northern Nigeria i n which both B r i t i s h Banks (the 
B r i t i s h Bank of West A f r i c a (B.B.W.A.) and the Barclays 
Bank B.C.O.) maintained brances and the Board a currency 
sub-centre. African traders i n Kano stated that i n the crop 
season 1937-38» notes could be bought for as l i t t l e as 12/"; 
m discount of 40 per cent. 
Dr. J . Mars records a large transaction by an important 
African trader at a discount of 12^ per cent, while a B r i t i s h 
banker of a greater experience estimates the average discount 
at nearer 5 per cent, 
A similar sit\aation was avoided i n the 1951/52 season 
only by fl y i n g coin to Kano f an expensive proceeding. 
Notes were o r i g i n a l l y advocated as ai means of simpli-
fying remittance problems. I t seems, however, that their 
e f f i c i e n c y i n this respect must have been reduced by the 
iincertainty of conversion, while considerable losses may have 
been i n f l i c t e d on African traders, farmers and labourers. 
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CHAPTER PODR 
A. !mE OPERATION OF THE 
CENTRAL BANK OP NIGERIA 
The statute under which the Central Bank of Nigeria 
was set up requires the Bank mainly to; 
( i ) "issue l e g a l tender currency i n Nigeria"; 
( i i ) "maintain external reserves i n order to safeguard 
the international valiie of that currency"; 
( i i i ) "promote monetary s t a b i l i t y and a sound 
f i n a n c i a l structure i n Nigeria"; and 
( i v ) "act as banker and f i n a n c i a l adviser to 
the Federal Government." 
Apart froa these general requirements, the Central Bank 
performs many other functions. For example, i t holds some 
of the cash reserves of conmercial banks and, i n conjunction 
with the Ministry of Finance, effects some control of ccanmer-
c i a l banks* a c t i v i t i e s . I t also helps the banks i n organizing 
clearing houses, i n encoioraging the growth of the money market, 
and by acting as lender of l a s t resort. 
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Under the provisions of the Banking Amendment Act, I962, 
the Central Bank i s empowered to control the Interest rate 
structure of ccanmerelal banks, and to prescribe from time to 
time, assets qualil^lng for inclusion i n the cooputation of 
banks* l i q u i d i t y r a t i o . High o f f i c i a l s of the ccxonercial 
banks regularly meet those of the Central Bank I n the Bankers' 
Committee, where matters of common Interest are us\ially d l s -
ciissed, (This i s one of the avenues open to the Central Bank 
to xise moral suasslon to effect desired monetary control), 
CURHBNCY:-
The Central Bank of Nigeria assvaned i t s role as a bank 
of issue on July 1, 1959. The resldxje unredeemed West 
Afr i c a n Currency Board (W,A,C,B,) notes and coin remained 
side by side with the Bank's currency as legal tender for 
three years, W.A.C.B. currency i n cir c u l a t i o n i n mld-1959 
was estimated at £57,14- mil l i o n , of which £37 m i l l i o n was i n 
notes. The process of free redemption (of W.A.C.B, currency) 
was completed on A p r i l 6, 1963. 
After allowing for seasonal variations within each year, 
t o t a l money supply has been on a steady increase since the 
establishment of the Central Bank, The year-end figures of 
money supply for the years 1959-63 have been approximately 
£108, £120, £121, £125 and £133 mil l i o n , respectively. 
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A l l throTigh the years, the demand for money has r i s e n 
and f a l l e n i n di r e c t correspondence with the seasonal peak 
and trough i n the output of agri c u l t u r a l produce. Considered 
on quarterly basis, the *high* for both money supply and 
produce sales have always coincided i n the l a s t quarter, while 
the 'Idw* have invariably been i n the third qixarter of the 
twelve years 1951-62 (see Table I below). 
I t i s obvious therefore that the demand for money and 
loanable funds stems largely from a v a i l a b i l i t y of cash crops, 
l i k e cocoa, groundnuts, palm-produce, rubber, timber, e t c , etc. 
One wonders i f these and other a g r i c u l t u r a l products do not 
actu a l l y account for more than the 56.7 per cent of gross, 
domestic product (GDP) o f f i c i a l l y recorded for I960. With 
the increasing tempo of monetisation and planned mammoth 
output of ag r i c u l t u r a l and i n d u s t r i a l products, the Central 
Bank needs to anticipate greater demand for currency and 
rediscount f a c i l i t i e s i n the coming years. 
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MONEY SUPPLY 
( £ ' 0 0 0 s ) 
End of Month 
Currency with 
non^bank 
public 
Demand 
Deposits 
i n Com, Banks 
Joney 
Supply 
Demand Deposits 
as percentage 
of Money Siipply 
1 2 ^ 
March 
June 
Septanber 
December 
46,547 
43,017 
40,187 
56,806 
22,546 
23,528 
23,850 
24,468 
69,093 
66,545 
64,037 
81,274 
32.6 
35.4 
37.2: 
30.1 
-
March 
June 
September 
December 
51,753 
48,874 
41,153 
51,337 
25,098 
28,310 
31,551 
32,870 
76,851 
77,184 
72,704 
84,207 
32.7 
36,7 
43.4 
39.0 
1955 
March 
June 
September December 
46,878 
43,172 
41,735 
55,682^  
34,554 
56,182 
36,150 
31,639 
81,432 
79,554 
77,883 
87,321 
42.4 
45.6 
46,4 
36.2 
l i ^ 
March 
June 
September 
DeceiQber 
51,129 
48,678 
46,099 
56,282 
32,690 
35,478 
37,740 
35,352 
83,819 
82:, 156 
83,839 
91,634 
39.0 
40,7 
45.0 
58.6 
1957 
March 
June 
Sieptember 
December 
49,656 
46,526 
44,549 
63,138 
58,854 
34,919 
34,118 
37,326 
88,510 
K)0,464 
43.9 
42,9 
43.4 
37.2 
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End of Month 
Currency with 
non-bank 
public 
Demand 
Deposits 
i n Com. Banks 
loney 
Supply 
Demand Deposits 
as percentage 
of Money S^upply 
1958 
March 
June 
September 
December 
50,578 
51,020 
48,026 
61,168 
43,654 
35,765 
34,485 
40,266 
94,232 
86,785 
82,511 
101,434 
46.5 
41.2 
41.8 
59.7 
March 
June 
September 
December 
55,554 
50,980 
50,655 
67,565 
42,875 
59,092 
58,404 
40,168 
96,407 
90,072 
89,057 
107,555 
44.5 
45.4 
45.1 
57.4 
March 
June 
September 
December 
59,942 
58,854 
62,519 
78,880 
48,980 
44,695 
44,145 
41,117 
108,922 
103,529 
106,66^ 
119,997 
45.0 
45.2: 
41.4 
54.5 
1261 
March 
June 
September 
Itoeember 
72,527 
69,256 
66,209 
79,780 
44,789 
42,582 
38,582 
41,658 
117,116 
111,818 
104,791 
120,956 
58.2 
58.1 
56.8 
54.4 
1962 
March 
June 
September 
December 
71,543 
66,894 
^5,922 
79,780 
42,724 
39,429 
38,4?S7 
45,296 
114,267 
106,523 
102,549 
125,076 
57.4 
57.1 
57.5 
36.2 
^965 
March 
June 
September 
December 
70,940 
67,426 
70,267 
84,492: 
50,42-9 
42,138 
41,132 
48,773 
121,569 
109,564 
111,599 
155,265 
41.6 
38.5 
36.9 
56.6 
126k 
March 75,667 53,930 129,597 41.4 
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D*:iiu:Mr NAL RESERVES 
The Central Bank i s expected to maintain a minimum r a t i o 
(40 per cent) of external assets to total demand l i a b i l i t i e s . 
Foreign reserves backing for monetary l i a b i l i t i e s used to 
he 60 per cent. This was reduced ( i n I960) to give wider 
scope for credit expansion i n the developing econcmy. As 
a young country, a substantial backing as high as 40 per cent 
i s deemed necessary to buttress the international confidence 
i n the strength of the £N, Increased demand for domestic 
credit may necessitate further reduction i n this ratio 
(to as low as 30 per cent) as the economy assumes greater 
stature, 
Gold (£7.1 m i l l i o n ) , foreign Treasury b i l l s , and bank 
balances f r e e l y convertible into gold or s t e r l i n g , U.K. and 
U.S, Government sec t i r i t i e s are the present components of the 
Bank's external assets. 
Acting throiigh the Central Bank, the Federal Government 
subscribes to the funds of international fi n a n c i a l i n s t i t u -
tions, l i k e the International Bank for Reconstruction and 
Development and the International Monetary Fund. 
I t i s s i g n i f i c a n t that despite the recurrent imbalance 
of Nigerian external trade and payments since the mld-1950's, 
the Bank's external reserves have maintained a substantially 
broad margin over and above the statutory r a t i o of 40 per 
cent. The £N i s one of the strongest cxxrrencies i n A f r i c a , 
, . . /36 
^ 36 -
MOiNETABY STABILITY; -
Standing at the apex of the banking system, the Central 
Bank has, by and large, succeeded i n keeping the international 
and domestic valiie of the Nigerian pound stable over the years. 
Since i t s inception, the Bank's pound has always been (quoted 
as equivalent to the pound s t e r l i n g . Since A p r i l I963, the 
I.M.P, haa recognized and concurred to the par value of the 
£N being quoted as equivalent to US jS2,80 and valued at 
2,48828 grams of fine gold, or 12,5000 troy ounces of fine 
gold. 
Some measure of i n f l a t i o n has always acc(Mpanled the 
i n i t i a l stages of economic development i n most countries. 
But i n Nigeria, there has been no substantial depreciation 
i n the purchasing power of the £N i n the lo c a l markets; 
although available s t a t i s t i c s indicate some increases i n the 
cost of l i v i n g indices i n large towns. The inflationary 
tendency r e s u l t i n g from the increase i n money supply (referred 
to above) must have been tempered by corresponding increases 
i n imports and monetization i n recent years to keep the 
domestic value of the pound on a r e l a t i v e l y even keel. 
Another s i g n i f i c a n t development i n the f i e l d of currency 
was the establishment of the Security Printing and Minting 
Company Limited i n J\aly I963 with an authorised c a p i t a l of 
£ 1 m i l l i o n . The formation agreement provides for the Central 
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Bank, the Federal Government and De La Rue International 
Limited to subscribe to the share c a p i t a l of the company i n 
the following proportions: 5 per cent, 55 per cent, and 40 per 
<?ent respectively. The company w i l l eventually take over the 
printing and minting of Nigerian currency notes and coin, as 
well as the printing of other security documents, e.g. stamps, 
postal orders, vehicle licences, etc. for government depart-
ments. The printing and minting of Nigerian currency notes 
and coin, w i l l however constitute the major part of the 
company's output. Construction of the company's factory at 
V i c t o r i a Island i n Lagos has started and i t i s expected that 
the company w i l l s t a r t production on the fi n i s h i n g process 
for currency notes by the end of 1964 or early i n 1965. 
B. MONEY AND CAPITAL MARKET 
Treasury B i l l s : -
The Treasury B i l l Ordinance, 1959, provides that the 
Federal Minister of Finance may authorise the Central Bank 
to issue B i l l s to the extent that the amount outstanding at 
any one time s h a l l not exceed 10 per cent of the estimated 
revenue of the Federal Government during the year then current. 
The experience of the past four years has demonstrated the 
usefulness of t h i s form of investment for short-term funds 
and the assistance given to Government i n planning the most 
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economic use of i t s resources. During the e a r l i e r months 
of the issue, the Central Bank took \jp modest quantities of 
b i l l s i n order to encourage dealings. A l l such b i l l s taken 
\3p by the Bank were subsequently sold; these transactions 
l a i d the foundation for regular dealings and for the growth 
of a market i n b i l l s which i s now operating smoothly. During 
the greater part of the period of the issue the banks have 
been very l i q u i d , the normal seasonal position obtaining 
fran the end of May u n t i l early November. This has been 
ref l e c t e d i n the substantial subscriptions made for each issue 
of b i l l s and i n l a t e r months the demand exceeded supply. 
However, the a c t i v i t y i n the market for b i l l s increased, b i l l s 
being purchased and sold by the Central Sank from and to the 
other banks and their custoners and between the banks and 
t h e i r customers. With the seasonal financing of the crop 
harvest, banks found i t necessary to rediscount some of t h e i r 
holdings of b i l l s i n order to restore t h e i r cash positions. 
The rediscounting of these b i l l s has brought into play 
a monetary instrument which w i l l be of increasing value i n 
the future. However, i n the I n i t i a l stages of the develop-
ment of the Treas\iry B i l l market i n Nigeria, i t i s the issue 
price which i s of primary importance. Prior to the intro-
duction of Treasury B i l l s , short-term funds available i n 
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Nigeria had to be invested i n overseas markets and the rate 
at which Treasury B i l l s are issued i n Nigeria i s therefore 
related to overseas rates generally. The rate has had to 
be s u f f i c i e n t l y high both to r e t a i n funds within the country 
and to a t t r a c t new funds. The extent to which Treasury B i l l s 
have been i n demand and the quantities of funds which have 
been broxight back from overseas for investment i n Treasury 
B i l l s indicate that this has been achieved. 
I t has been the Central Bank's policy, i n order to 
encourage the growth of a market, to f i x a re-discount rate 
for Treasiary B i l l s , which, whilst providing a deterrent to 
holders to rediscount the i r Treasury B i l l s at the Central 
Bank immediately a f t e r purchase was s u f f i c i e n t l y near the 
current issue rate of B i l l s to give every encouragement to 
banks and others to invest i n their medium. The rediscount 
rate has i n general, dxiring the period under review, been 
maintained f r a c t i o n a l l y higher than the current issue rate 
for Treasury B i l l s . Table I I below shows transactions i n 
Treasury B i l l s i n 1963J-
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TABLE I I 
TREASURY BILL TRACJSACTIONS : 1963 
(£'s thousands) 
Month 
Issues 
during 
the Period 
Taken va^ 
by G e n t s ^ 
Bank 
Taken 
by Public 
Redis-counts 
B i l l s 
outstanding 
at end 
of month 
January 8,000 1,665 6,537 156 18,000 
February 5,000 2,704 2;,296 1,275 20,000 
March ... 8,000 2,865 5,157 955 21,000 
A p r i l ... 6,000 2,852 5,168 446 21,000 
May ... 9,000 4,072 4,928 689 25,000 
June ... 8,000 ^ 581 7,419 2,147 25,000 
July ... 6,000 2,756 5,244 555 25,000 
August .. 8,000 1,825 6,175 777 22,000 
September 9,000 5,689 5,511 1,594 23,000 
October.. 12,000 7,829 4,171 1,605 27,000 
November 10,000 7,645 2,557 5,099 51,000 
December 8,000 5,551 2,669 507 50,000 
r.HJ.J. MOWTgY FUND 
^ G a l l Money Fund was established by the Central Bank 
of Nigeria i n July yl96l to serve as an outlet for the invest-
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ment of tenrporarily surplus funds of member i n s t i t u t i o n s . 
The ten camnercial banks and two other f i n a n c i a l i n s t i t u -
tions at present participating i n the Fund keep prescribed 
minimum balances with the Central Bank, and may arrange for 
an excess to be lent to the C a l l Money Fund. The Fund i s 
managed by the Central Bank, Money put at c a l l i n the way 
i s invested and earns interest at scsnewhat l e s s than the 
prevailing Treasury B i l l r ate. Another important advantage 
to the participants i s that their funds may be recalled on 
demand. The Fund i s thus a cushion which absorbs the 
immediate shock of l i q u i d i t y pressure i n the money market, 
and the volume and dir e c t i o n of Fund movements are one of the 
indicators of money market conditions. 
The monthly average amount s\:?)plied to the C a l l Money 
Fund was £12,0 m i l l i o n i n 1963 compared with £8,8 million 
i n 1962. I n addition to the Central Bank C a l l Money Fund, 
some of the commercial banks and one acceptance house receive 
money on a c a l l b asis. This market i s , however, r e l a t i v e l y 
small, although i t expanded s t r i k i n g l y since the fo\ir or 
five years of i t s existence, (see Table I I I below)j-
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TABLE I I I 
CALL MONEY FUND TRANSACTIONS r 1963 
(£'s thousands) 
Month Money ^ Snipplied 
Money 
Withdrawn 
Average Daily 
Operating Balance 
for Each Month 
January ... 11,550 12,770 2,877 
February... 11,660 9,650 2,150 
March ... 11,520 15,655 5,553 
i ^ ) r i l 6,610 7,865 1,759 
May .. ... 11,615 10,115 1,471 
Jxuoe ... 16,885 15,185 2,995 
July 12,110 15,500 4,522 
Aug\ist ... 12,155 12,645 5,165 
September. • 9,720 10,150 1,500 
October ... 15,975 14,645 4,259 
November .• 16,250 18,185 1,958 
December .. 15,505 10,925 1,566 
• Excluding previotis monthly balances. 
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THE COMMERCIAL BILLS; 
I n 1962, a commercial b i l l finance scheme was Introduced 
for the marketing of agricu l t u r a l produce handled by the 
regional marketing boards^ The scheme waa i n i t i a l l y limited 
to financing the marketing of groundnuts and cotton for the 
Northern Nigeria Marketing Board, The Central Bank si^jported 
the scheme by providing rediscounting or refinancing f a c i l i -
t i e s 15) to a defined l i m i t . 
Under the scheme, the marketing board meets i t s r e q T i i r e -
ments for cash by drawing 90-day commercial b i l l s of excliange 
on the Nigerian Produce Marketing Company Limited, the company 
which acts as exporter for a l l the marketing boards. The 
company accepts these b i l l s , which are then discounted by 
the board with the participating commercial banks and accep-
tance houses. These b i l l s are e l i g i b l e for rediscounting 
or refinancing at the Central Bank. The scheme was extended 
i n 1963 to cover produce handled by the Western Nigeria 
Marketing Board, One ef f e c t of thi s extension, of covirse 
was to increase the s i z e of this sector of the money market. 
For the I963/64 market season, the Central Bank stood ready 
to refinance a t o t a l of £27 m i l l i o n conmerclal b i l l s under 
the scheme. The largest amount held by the Central Bank 
during 1963 was £14.7 m i l l i o n , while the largest amotmt held 
by Commercial banks i n that same year was £9.5 m i l l i o n . I n 
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addition to the b i l l finance soheme for the marketing boards^ 
the Central Bank has agreed to offer rediscount f a c i l i t i e s 
within l i m i t s for b i l l s of exchange drawn on banks and 
acceptance houses by reputable licensed buying agents with 
8ub£Etantial paid-t^ c a p i t a l , i n respect of produce bought 
on behalf of marketing boards. The Central Bemk i s also 
prepared to grant rediscount f a c i l i t i e s within l i m i t s to 
other b i l l s of exchange drawn i n respect of other exports or 
e s s e n t i a l Imports, provided they meet requirements as to 
maturity and signatures. 
The Central Bank, i n co-operation with the licensed 
banks established a Clearing House i n &agos i n Hay, 1961. 
The Rules and Bsgulations drafted by a committee of bankers, 
who now form the Lagos Clearing House Committee now adopted 
by the Bankers* Committee and Lagos Clearing House began 
operation on 22nd May, 1961 i n the premises of the Central 
Bank. The development has greatly accelerated the interbank 
settlement of cheques i n the Lagos area and has enabled 
the bank to ascertain t h e i r over->all cash position early 
each day. I t has also enabled the business comiiunity and 
the general public to obtain the use of their funds at a 
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much e a r l i e r date. The order of magnitude of the clearing 
operations of the Lagos Clearing House i s shown by the 
following data:-
LAgQS BANKERS* nLBABTNg HOUSE ACTIVITIES 
JUNE - DECEMBEB 196l 
Month Working 
Days 
Total 
No, of 
Cheques 
Amount 
Cleared 
(£'000s) 
Dally Averages 
No. of 
Cheques 
Cleared 
Amount 
Cleared 
(£»000s) 
June .... 26 61,651 28,915 2,371 1,112 
July •••. 26 59,828 22^ ,917 2,301 881 
Augiist 26 60,719 26,105 2,335 1,001* 
September 2£i 61,01*2 22,982 2,3U8 881t 
October , 25 60,267 25,i*56 2,U13l 1,017 
November 26 6U;,72i* 22-,5i*3 2,1*89 867 
December 6 u , m 23,535 2,67U 981 
. . . A 6 
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During the seven months that the Clearing House was 
i n Operation i n 196I the month to month a c t i v i t y did not 
es t a b l i s h a d e f i n i t e pattern, although the d a l l y average 
nmber of cheques cleared inereased each month from August 
onwards. On the other hand, the da l l y average value of 
clearings tended to vary widely from month to month. 
I n 1962, a t o t a l of about 83l*,000 cheques amounting 
to £302 m i l l i o n were cleared. This eompares with a t o t a l 
of nearly 936,000 cheques amounting to about £3i|l m i l l i o n 
cleared during the working days recorded i n 1963* A 
second clearing house was opened at Kano i n Northern branch 
of the Central Baiik i n 1963 and another w i l l soon be opened 
at the Port-Harcourt branch i n Eastern Nigeria, (see Tables 
V and V I ) : -
. . .A7 
TABLE V 
LAGOS BAMBRS:' CLEARIHG HOUSE STATISTICS t 1965 
Daily Averages 
Month 
No. of 
Working 
Days 
No. of 
Cheques 
Cleared 
Amount 
Cleared 
(£'OOGs) 
No. of 
Cheques 
Amount 
Cleared 
(£»000s) 
January .. 26 79,900 26,71+6 3,073 1,029 
February , 22 66,177 21,300 3,008 968 
March 26 S6,3h2 31+,721 3,321 1,335 
A p r i l 2k 75,U98 27,297 3,11+6 1,137 
May 25 &0,UkS 29,622 3,218 1,185 
June 25 75,961+ 28,11115 5,039 1,137 
July 27 82,178 29,069 3,om 1,077 
August •• 26 78,71% 26,1+55 3,027 1,018 
September 25 76,318 25,833 3,055 1,033 
October •• 26 86,911+ 31,073 3,31*3 1,195 
November 26 85,985 31,335 3,307 1,205 
December 22: 79,1313 29,010 3,596 1,319 
T 0 TA L : 300 935,552 3l+0,87l!fr 3,118 1,136 
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.. TABLE. VI 
KANO BAMBRS;' CLEARING• HOUSE STATISTICS : 1965) 
D a i l y Averages 
No. of No. of Amount 
No. of 
Amount 
Month Working Cheques Cleared Cleared 
Days Cleared (£'0003) Cheques ( £ ' 0 0 0 s ) 
A p r i l ... 18 7,812 3 , U 0 1*31+ 171* 
May 25 10,031 il.,222 1*01 169 
J\ine .... 25 9,686 3,367 387 135 
J u l y ... 27 10,738 3,6U9 398 135 
Aiigust .. 26 10,057 3,578 387 138 
September 25 9,257 3,U77 370 139 
October 26 11,512 k,lh3 .1*1*3 159 
November 26 12,209 5,21*5 1*70 202 
December 22 11,258 6,175 512 281 
T O T A L 220 92,560 36,996 1*21 168 
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LAGOS STOCK EXCHANGE 
The Lagos Stock Exchange incorporated under the Nigerian 
Companies Ordinance on September 15, I960 and opened f o r 
biisiness i n J u l y I 96I has g r e a t l y f a c i l i t a t e d dealings i n 
both Government stocks and shares of p u b l i c companies. 
There are three categories of s e c u r i t i e s d e a l t i n Lagos 
Stock Exchange. The f i r s t coinprises s e c u r i t i e s with a 
R e g i s t e r i n N i g e r i a and includes Nigerian Government stocks, 
and such N i g e r i a r e g i s t e r e d companies as may seek and q u a l i f y 
f o r i n c l u s i o n i n the o f f i c i a l l i s t of quotations. 
The second category comprises s t o c k s of overseas 
companies which by v i r t u e of t h e i r operations i n Nige r i a 
may be expected to a t t r a c t investment i n t e r e s t among the 
Ni g e r i a n p u b l i c . The Boards of such companies are i n v i t e d 
to seek quotation i n the o f f i c i a l l i s t of the Lagos Stock 
Exchange. 
The t h i r d category comprises overseas s e c u r i t i e s i n 
which N i g e r i a i n t e r e s t i s only o c c a s i o n a l . Dealings i n such 
stocks are arranged by Lagos dealers throiigh members of the 
exchange. 
I f the Republic of Soul h A f r i c a i s excluded, there remain 
but three Stock Exchanges i n Continental A f r i c a , They are 
i n N a i r o b i , i n S a l i s b u r y and i n Lagos. Both the Nairobi and 
the S a l i s b u r y Stock Exchanges were evolved to regulate share 
dealings; and to protect the i n t e r e s t s of the i n v e s t i n g p u b l i c 
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d\ir'ing the post-war boom conditions which had p r e c i p i t a t e d 
i n d u s t r i a l and canmercial expeuosion i n these t e r r i t o r i e s 
on a s u b s t a n t i a l s c a l e . 
The Stock Exchange i n N i g e r i a was on the other hand, 
created as a d e l i b r a t e a c t of p o l i c y by a group of forward 
looking businessmen-with the encoiaragement of the Federal 
Government, The d i s t i n c t i o n as between i t and i t s l i k e 
i n s t i t u t i o n s i n the other A f r i c a n t e r r i t o r i e s i s that the 
Lagos Stock Exchange must seek out s u i t a b l e stocks and shares 
w i t h which to cr e a t e business r a t h e r than to regulate and 
r a t i o n a l i s e a volume of biisiness i n being. 
As m a t e r i a l demonstrations of Government support the 
t r a n s f e r stanip duty on the s c a l e of stocks and shares was 
c a n c e l l e d and a B i l l was introduced i n t o the F e d e r a l House 
of Parliament which became law i n June I960, T h i s was an 
enabling ordinance, empowering the Lagos Stock Exchange, 
through i t s Coxincil, to regulate the dealings of members with 
t h e i r c l i e n t s and o f members with members. The powers thus 
vested i n the Exchange and administered by i t s Coxmcil are 
f a r - r e a c h i n g and should enable a t r a d i t i o n of the highest 
i n t e g r i t y to be e s t a b l i s h e d . 
The manner of d e a l i n g i s b a s i c a l l y that of an open 
a u c t i o n i n which each l i s t e d s e c u r i t y i s c a l l e d a t every s e s s i o n 
and D e a l i n g Members have the opportunity of f i i l f i l l i n g e i t h e r 
buying or s e l l i n g orders i f they are able to match p r i c e s with 
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other Dealing Members with congjlonentary orders. Such deals 
are c a r r i e d out i n the presence of a l l other Manbers and the 
out auction I s conducted by a Member of the Council who serves 
as Chairman by vote. 
The accounts of companies whose securities are quoted 
In the O f f i c i a l l i s t of the Exchange are subject to a rigorous 
examination and the con^anles are required to supply the 
Secretary of the Council with such information as he may require 
I n order that the public may be informed of the progress of 
these companies throughout the year's trading. 
At l e a s t ninety per cent of the volume of the business 
done on the Exchange comes from i n s t i t u t i o n a l investors such 
as Pension and Provident Pimds and from Insurance Funds 
seeking l o c a l investment. A l l i s s u e s of the Federal 
Government Development Stock are quoted. 
P r i v a t e investment through the Exchange I s s t i l l on a 
small s c a l e both as to volume and the s i z e of independent 
b a r g a i n s . Future expansion o f a c t i v i t y must n e c e s s a r i l y wait 
on the quotation of a s t e a d i l y i n c r e a s i n g range of s e c u r i t i e s , 
more e s p e c i a l l y of i n d u s t r i a l e q u i t i e s , and i t must also depend 
on the growing f a m i l i a r i t y of the p u b l i c with the purpose 
and u s e f u l n e s s of the Stock Exchange both to the economy of 
the coma t r y and t o the i n v e s t o r . (See Table V I I below). 
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PUBLIC DEBT OPERATIONr-
The Central Bank has successfully floated five series 
of Federation of Nigeria Development Stock between March 
1961 and January, I96I*. The largest loan i n the series 
i s the one of £2© m i l l i o n floated i n January, 1961*. 
I n order to encourage further growth of the gilt-edged 
market, the Central Bank operated the policy of underwriting 
new issues of Government Stocks, taking up those portions 
not I n l t i a l l y ^ u b s c r i b e d by the public and gradually d i s ^ 
posing of i t s holdings as public demand developed. Overall, 
the Central Bank took up 62 per cent of the Fourth Development 
Stock as against 35 per cent for the Third Development Stock. 
By the end of I 9 6 3 , out of i t s i n i t i a l £9.3 m i l l i o n holdings 
of the Fourth Development Stock, the Central Bank lias sold 
off £6,8 m i l l i o n . Subscriptions to the Fourth Development 
Loan as a t the date of allotment are shown i n the Table V I I I 
belowi-
.../5iju 
- 5 i r -
55 
G. NIGERIAN INDUSTRIAL DEVELOPMENT BANKi-
The Nigerian I n d u s t r i a l Development Bank Limited (NIDB) 
was e s t a b l i s h e d on 22nd January, 196I+, through the reconstruc-
t i o n o f the Investment Company of N i g e r i a Limited (ICON) which 
had been incorporated i n 1959 as an i n d u s t r i a l development 
finance company. 
NIDB has an authorised c a p i t a l of £5 m i l l i o n of which 
£2 m i l l i o n has been pai d up i n the form of ordinary shares 
and £ 2 5 0 , 0 0 0 i n non-voting preference s h a r e s . £ 1 , 0 2 0 , 0 0 0 
of o r d i n a r y shares or."51^ of the company's voting c a p i t a l has 
been designated 'A' ordinary shares, and reserved f o r Nigerian 
s u b s c i b e r s and i n t e r n a t i o n a l o r g a n i s a t i o n s , such as the 
I n t e r n a t i o n a l Finance Corporation, of which Nigeria i s a member. 
The remainder of the voting c a p i t a l designated 'B' Ordinary 
Shares, and may be subscribed by any i n t e r e s t e d i n v e s t o r 
whether N i g e r i a n or f o r e i g n . The is s u e d c a p i t a l has been 
converted i n t o stock. 
The establishment of NIDB followed negotiations between 
r e p r e s e n t a t i v e s of ICON and of prominent Nigerians. The Fed e r a l 
Government of N i g e r i a which played an a c t i v e r o l e i n encoura-
ging the formation of NIDB gave support to the Bank by making 
a v a i l a b l e to i t £2 m i l l i o n long-term i n t e r e s t f r e e loan subor-
dinated to the equi t y . T h i s l o a n together w i t h i t s paid-up 
sliare c a p i t a l r a i s e d NIDB's t o t a l i n i t i a l resources to 
£l*.,25 m i l l i o n , 
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NIDB has powers to borrow up to three times the iss u e d 
share c a p i t a l , r e s e r v e s and subordinated borrowings of the 
Company, I n present circumstances t h i s would give NIDB 
p o t e n t i a l borrowed resoiirces up to £ 1 2 , 7 5 m i l l i o n . These 
p o t e n t i a l r e s o u r c e s , together with the i n i t i a l paid-up c a p i t a l 
and the F e d e r a l Government's subordinated loan, have placed 
NIDB i n a p o s i t i o n to make a s i g n i f i c a n t c o n t r i b u t i o n to the 
development of Ni g e r i a n i n d u s t r y , 
NIDB. has been e s t a b l i s h e d to provide medium and long-term 
finance to e n t e r p r i s e s i n N i g e r i a which are p r i v a t e l y owned 
and managed. The ex i s t e n c e of a government or other public 
i n t e r e s t i n an e n t e r p r i s e need not ( n e c e s s a r i l y ) r;ile out 
f i n a n c i n g by NIDB, provided the Government's i n t e r e s t as 
measured by voting power or co n t r o l of the management of the 
e n t e r p r i s e i s not predominant and e s p e c i a l l y i f the Government's 
investment i s only temporary, pending i t s s e l l i n g out to p r i v a t e 
i n t e r e s t s , 
NIDB normally l i m i t s i t s operations to the i n d u s t r i a l 
and mining s e c t o r s . Thus a g r i c u l t u r e , trade and transport 
are outside i t s sphere of a c t i v i t y . Being an investment 
i n s t i t u t i o n , NIDB does not engage i n operations of a commercial 
banking nat\ire and w i l l not accept demand or time d e p o s i t s . 
Nor does i t i n v e s t i n s o c i a l i n f r a s t r u c t u r e p r o j e c t s such as 
s c h o o l s , h o s p i t a l s and roads, 
—If-x 
NIDB w i l l finance e n t e r p r i s e s which, by reason of t h e i r 
s i z e w i l l make a s i g n i f i c a n t c o n t r i b u t i o n to the economic 
development of N i g e r i a , NIDB does not finance cottage and 
s m a l l - s c a l e i n d u s t r i e s . And i t i s not i n a p o s i t i o n to a s s i s t 
p r o p r i e t a r y or p a r t n e r s h i p enterpiJises. 
I n prcMoting i n d u s t r i a l investm.ent the NIDB i s anxio\is, 
not only i t s e l f to i n v e s t , but a l s o to encourage others to 
do so. I t therefore seeks and encoiorages other f i n a n c i a l i n s t i -
t u t i o n s and i n d i v i d u a l s , both i n N i g e r i a and overseas, to 
p a r t i c i p a t e i n i t s investment and lending operations. 
The promotion of i n d u s t r i a l development depends not only 
on c a p i t a l , but on t e c h n i c a l and mamagerial know-hov/, NIDB 
i s prepared to a s s i s t c l i e n t s to obtain the necessary advice 
i n c a r r y i n g out the f e a s i b i l i t y s t u d i e s and f i n a n c i a l planning 
which have to precede a c t u a l iiwestment; NIDB w i l l a l s o a s s i s t 
i n l o c a t i n g t e c h n i c a l and managerial advice and s e r v i c e s to 
vxm i n d u s t r i a l concerns. 
The guiding p r i n c i p l e s f o r f i n a n c i a l p a r t i c i p a t i o n by 
NIDB are as f o l l o w s : -
The Company to be financed should i n s p i r e confidence that 
the p r o j e c t w i l l be e x p e d i t i o u s l y c a r r i e d out and e f f i c i e n t l y 
operated. To t h i s end, reputation, experience and c a p i t a l 
s t r u c t u r e of the company or the worth and experience of the 
promoter, i n the case of a new venture, w i l l be taken i n t o 
account. 
The p r o j e c t sho\ild be:-
(1) economically d e s i r a b l e ; i . e . show promise of r a i s i n g 
l i v i n g standards providing employment, or conserving 
f o r e i g n exchange; 
(2) t e c l i n i c a l l y f e a s i b l e , i , e , the t e c h n i c a l processes^ 
involved should be capable of being c a r r i e d out 
under e x i s t i n g conditions of a v a i l a b i l i t y of raw 
m a t e r i a l s , machinery and equipment, e s s e n t i a l 
s e r v i c e s , t e c h n i c a l and managerial personnel and 
labour; 
(3) commercially v i a b l e , i . e . capable of making a 
s a t i s f a c t o r y p r o f i t , taking into account the costs 
of production and s a l e s proceeds, the l a t t e r being 
s u f f i c i e n t to repay loans, to b u i l d iip reserves 
and to pay reasonable dividends, 
NIDB c a r e f u l l y examines the sources of finance, the 
r e l a t i o n s h i p between various forms of c a p i t a l and the c o n t r i -
bution of the promoters i n order to make sure that the resources 
r e q u i r e d w i l l be forthcoming when needed and that the e n t e r -
p r i s e w i l l have a sound c a p i t a l s t r u c t u r e . 
The costs of production, i . e . the u n i t cost of making 
the product or range of products, should be reasonable, even 
a f t e r allowing f o r some \ i n d e r - u t i l i s a t i o n of c a p a c i t y . 
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The market f o r the products to be manufactured should 
be encouraging, NIDB w i l l examine the s i z e and prospective 
growth of the market which the e n t e r p r i s e w i l l supply, the 
proposed s a l e s o r g a n i s a t i o n , the nat\ire of c a n p e t i t i o n , the 
p r o s p e c t i v e p r i c e s and the degree of dependence on t a r i f f 
p r o t e c t i o n , i n order to judge the volime and value of s a l e s 
to be expected. 
The q u a l i t y of management must be good, NIDB. must be 
s a t i s f i e d w i th the honesty and experience of those who w i l l 
c o n s t r u c t and operate the p r o j e c t , 
D. INSTRUMENTS OF CONTROL;-
(a.) REDISCOUNT RATB;-
B r i t i s h Bank r a t e was reduced from 1+^  per cent to 
1+ per cent on January;3, 1963. Nine days l a t e r , the C e n t r a l 
Bank of N i g e r i a rediscount r a t e was lowered by ^ per cent 
to 1+ per cent. Treasury b i l l i s s u e r a t e was a l s o trimmed 
from 1+ per cent to 3^ per cent. 
6r 
OpirJ-ons d i f f e r on the appropriateness of the apparent 
l i n k between B r i t i s h and Nigerian o f f i c i a l r a t e s . Some 
argue t h a t the l i n k should be broken on the grounds that 
i t i s a n a c h r o n i s t i c and does not r e f l e c t the p o l i t i c a l 
independence of N i g e r i a . I t i s f u r t h e r argued that s i t u a -
tions n e c e s s i t a t i n g Bank r a t e changes i n B r i t a i n may be 
d i s s i m i l a r or even opposite to conditions p r e v a i l i n g i n 
N i g e r i a . 
One of the considerations u s u a l l y c i t e d i n favour of 
the l i n k i s the f a c t that the b;ilk of Nigerian r e s e r v e s 
i s kept in^^orm of B r i t i s h Government s e c u r i t i e s and bank 
balances. B r i t i s h businesses ( i n c l u d i n g banks) and nat i o n a l s 
are the p r i n c i p a l sources of inflow of fo r e i g n funds into 
N i g e r i a . E f f o r t s would c e r t a i n l y be made to r e p a t r i a t e these 
funds f o r investment i n B r i t a i n i f t h e ^ r ^ i s a wide margin of 
a t t r a c t i v e n e s s of i n t e r e s t i n B r i t a i n . 
A minimum l i q u i d i t y r a t i o of 25 per cent has been i n 
vogue s i n c e November 1959. The r a t i o r e f l e c t s the proportion 
of s p e c i f i e d caranercial banks' l i q o i i d a s s e t s to t h e i r deposit 
l i a b i l i t i e s . These s p e c i f i e d a s s e t s include cash, N i g e r i a n 
and f o r e i g n . Treasury and commercial b i l l s , and net balances 
w i t h i n t e r n a l and e x t e r n a l banks. 
a . ,/ 60 -
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The l i q u i d i t y r a t i o i s by law the same for a l l banks 
and has remained unchanged both i n periods of lig h t and 
heavy demand for loanable funds. This arrangement i s unduly 
r i g i d . A more f l e x i b l e arrangement should have been to 
reduce the ra t i o to, say, 20 per cent for large banks, ani 
15 per cent for the smaller ones (those with capital of l e s s 
than £250,000) during the period September-February when 
loans and advances are at their peak, and ra i s e the rat i o 
to, say, 25 per cent for large banks and 20 per cent for 
smaller banks during March-August. This w i l l have the 
^v a n t a g e of l i b e r a l i z i n g more credit when i t i s most needed, 
and encourage short-term investment when funds become r e l a -
t i v e l y i d l e . 
Indeed the mechanism of variable reserve requirement 
should be Introduced. I n other words, the monetary autho-
r i t i e s should f i x a basic reserve requirement for conraerclal 
banks as at one date and order what percentage increases 
s h a l l thereafter be added to reserves. 
(b) INTEREST RATB:-
Ccxmnerclal banks appear to have broad latitudes i n 
fi x i n g t h e i r own (domestic) lending and borrowing rates. 
Charges on f i r s t c l a s s advances for example, have always 
averaged between 7-8 per cent, while banks' paynents on time 
and savings deposits have almost stagnated at about 3 per cent 
foT BooiB yeara. These rates have neither reflected changes 
i n seasonal demand for funds nor responded to changes i n 
o f f i c i a l r a t e s . 
Central Bank's experiment i n rediscounting some marketing 
boards' b i l l s l a s t crop season i s the nearest approximation 
to the employment of Selective control instrument i n i n f l u -
encing the balance of payments situation, the Bank does not 
rediscount ccanmercial paper on imported goods. I t i s now 
being suggested that only the imports of nonessential goods 
should be affected by the Bank's r e f u s a l to rediscovmt. 
I n ending t h i s chapter on central banking i n Nigeria, 
i t should be noted that for the moment, neither the rediscount 
rate nor the other instruments of monetary control can work 
with f u l l effectiveness, owing to the immaturity and puny size 
of the Nigerian money market. There needs to be greater 
variety of instruments, larger numbers of lenders, borrowers, 
dealers, and more s\ib-market8 for specialized dealings i n 
funds of various maturities and different c o l l a t e r a l s . The 
structure of developed money markets i s always so closely 
integrated that a change i n one sedtor splashes i t s stimuli 
to the other sectors of the big credit pool. But th i s has 
not been the case i n Nigeria. The new rates announced i n 
January 1963, for example, have not yet been followed by 
changes i n canmercial banks' lending rates. For the moment. 
- a r -
t3 
i t would appear as i f f i s c a l controls are more potent than 
the monetary. 
E, OTHER NATIONAL MONETARY INSTITUTIONS.; 
(a) The Post Office Saving Bank:-
PollGwing the Sovereignty Budget Speech of the Federal 
Minister of Finance i n A p r i l 1961 i n which he mentioned 
Government's plan to launch a national savings drive at the 
appropriate time, considerable thought was given to the type 
of arrangements most l i k e l y to y i e l d the desired re s u l t s i n 
an e f f o r t to mobilise domestic resources to finance the 
country's Development Programme, The main problems involved 
devising saving media which would attract a l l types of savers 
and the s e l e c t i o n of the proper channels through which such 
instruments would be made e a s i l y available to the public. 
Hear the close of 1962, when a l l preparatory arrangements 
were ccanpleted, the Federal Government launched the National 
Savings Campaign, I t introduced simultaneously Develojanent 
Saving C e r t i f i c a t e s , National Premium Bonds, and National 
Saving Stamps. These instruments are available to the public 
at Post Offices and banks throughout the Federation, The 
denominations of the five per cent Five-Year Develojanent 
Savings C e r t i f i c a t e s range from 10/- to £ 5 and may be purchased 
only by individuals and registered co-operatives, up to a 
maximum of £ 2 , 0 0 0 per holder. Interest earned i s exempt from 
income tax, and the c e r t i f i c a t e s are both transferable and 
encashable before maturity. National Premium Bonds, which 
are bearer bonds are payable only at maturity and which may 
be held i n any amount, are issued i n £ 1 , £ 1 0 and £ 1 0 0 
denaninations, and carry an interest rate of five per cent 
per annum. In t e r e s t accruing on the bonds i s , however, not 
paid to individ\ial holders, but instead w i l l ,be drawn as 
prizes quarterly. National Savings Stamps are issued i n 
three-penny and one-shilling denominations. They are designed 
for the very small savers, including school children. When 
the stanrp books, which are issued by the Post Office to the 
saver, are f u l l , they may be exchanged for a Savings C e r t i -
f i c a t e , a Premium Bond or paid as a deposit into a Post 
Office Saving Bank account. The savings stamps are encaa-
hable at any Post Office. 
Hitherto, the ordy savings f a c i l i t y the Post Office 
offered was the Post Office Savings Bank. The l i a b i l i t i e s 
of the Post Office Savings Bank to depositors amounted to 
£ 5 . 6 3 m i l l i o n at the end of I962 compared with £ 3 , 2 7 m i l l i o n 
i n 1961 , Estimated new deposits i n 1962 totalled £ 0 . 8 8 m i l l i o n 
while withdrawals amounted to £ 1 . 1 7 m i l l i o n , as against 
respective actixals of £ 1 . 1 3 m i l l i o n and £ 1 . 3 2 m i l l i o n i n 
the preceding year. The Post Office Savings Account has 
shown persistent net annual withdrawals for the l a s t five 
years, even thoxigh the ninnber of accounts has being growing. 
the declining trend i n the balance per account i n the face 
of an increasing number of depositors r e f l e c t s the growth 
i n the number of small savers - a development which the 
National Savings Can^aign seeks to encourage. With the 
introduction of Developnent Savings C e r t i f i c a t e s , National 
Premium Bords and National Savings Stamps, the Post Office 
has become an important savings i n s t i t u t i o n i n the Federation, 
(See Table IX below):-
TABLE IX 
N A T I O N A L S A V I N G S 
SAVINGS STATISTICS 
(£'s thousands) 
End of month 
Siavings 
Deposits at 
Commercial 
Banks 
Post Office 
Stivings 
Bank 
Total 
1 2 ^ 
J anuary .• •• 18,391 3,3U1 21,732 
Febrxiary . •, 18,917 3,31k 2^,231 
March ,, ., 19,395 3,U55 22,850 
A p r i l .. ., 19,508 3fkm 22,952 
May 19,725 3,k2& 23,153 
June 20,065 3,403 23,4.68 
J u l y 2G,U10 3,406 23,816 
AUgTlSt ,. .. 20,694 3,370 24,064 
End of month 
Savings 
Deposits at 
CcMnmercial 
Banks: 
Post Office 
Savings 
Bank 
Total 
Sieptember ,, 20,694 3,363 24,057 
October ., .. 20,748 3,352 24,100 
November ,, 20,977 3,319 24,296 
December .. 21,188 3,273 24,461 
1962 
January ., ,. 21,101 3,202 24,303 
February ., 21,486 3,190 24,676 
March .. *. 22,329 3,256 25,585 
A p r i l 22,321 3,211 25,532 
May 22:,819 5,174 25,995 
June .. .• 23,380 3,188 26,568 
J u l y ;/ 23,751 3,185 26,936 
August .. 23,973 3,169 27,142 
September ., 23,963 3,124 27,087 
October •• •• 23,933 3,103 27,036 
November 24,078 3,067 27,145 
December 24,224 2,978 27,202 
1262 
January ., *• 23,989 2,955 26,944 
February • ,. 24,591 2,943 27,534 
March •. 24,970 3,056 28,026 
A p r i l ,. .. 25,179 3,027 28,206 
May ,, •, ,, 25,146 3,017 28,163 
June ,. 26,093 3,016 29,109 
July ., .. ^6,353 3,022 29,175 
August ,, •• 26,697 2,997 29,694 
September 27,164 3,011 30,175 
Preliminary figures for P.O.S.B. from May 1963. 
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(b) The National Provident Fund; 
The National Provident Fund came into operation i n 
October, I 9 6 I . E s s e n t i a l l y , the Fund i s a saving scheme 
with an ins,urance element for the benefit of workers, with 
both employees and employers contributing egual amounts 
to the Fund at the rate of f i v e per cent up to a maximum 
of £ 2 per month of salary or wages earned. On retirement, 
the employee may claim frcan the Fund the total contribution 
made by himself and h i s employer together with interest 
earned during the period of employment. The National 
Provident Fund Act, 1 9 6 I , under which the Fund operates 
applies or w i l l eventually apply, to a l l employees i n 
Nigeria who are c i t i z e n s and are neither pensionable nor 
covered by sig)erannuation schemes. I t i s estimated that 
approximately i|-,200 establishments, with a labour force 
of about 360,000 w i l l be covered and monthly contributions 
w i l l average around £ 3 0 0 , 0 0 0 when the Fund extends i t s 
operations. Data available vop to the end of December I963 
show that 390,6i4i6 workers with cumulative contributions 
of £k»5 m i l l i o n have come into the scheme. 
The contributions have been invested i n Government 
secxi r i t i e s . Funds available for investment from the National 
Provident Fund w i l l increase substantially i n the coming 
year and may be expected to increase further as the scope 
of the scheme i s extended, (See Table X below):-
1^ 
CHAPTER FIVE 
C O M M E R C I A L B A N K S 
There are seventeen commercial banks operating i n 
Nigeria at present. They may be c l a s s i f i e d into three cate-
gories on the basis of ownership of capital and management. 
The f i r s t group consists of overseas branches of banks, whose 
head o f f i c e s are outside Nigeria, The second group i s made 
\vp of banks registered as Nigerian companies, but with 
overwhelming proportion of their c a p i t a l and s t a f f supplied 
fpcaoa abroad. Purely indigenous Nigerian banks make up the 
th i r d group. There are 7 banks i n group 1, 4 i n group 2, 
and 6 i n grorjp 3, 
Out of a totsil of 209 bank offices i n the country (at 
the end of 1963), 122 belong to overseas banks (1), while 
semi-indigenous (2), and f u l l y indigenous (3) banks own 19 and 
68 respectively. These branch offices are well spread over 
the Federation - 39 i n Lagos, 64 i n the North, 3I i n the 
East, and 75 i n Western Nigeria, 
Total paid-up c a p i t a l and reserves of commercial banks 
(which amounted to £11,4 m i l l i o n at the end of A p r i l 1964) 
no 
i s wholly subscribed by banks i n groups 2 and 3, i , e , , those 
with head offices i n Nigeria, A l l that the Ordinance requires 
of banks i n group 1 i s that they should "keep within Nigeria 
at a l l times during the currency of their licence, out of 
their own funds, assets amounting to not less than £250 ,000" . 
Total bank deposits at the end of December I962 was 
£ 8 6 . 9 m i l l i o n , out of which £i+5.3 m i l l i o n was held as demand 
deposits. The seven banks i n group 1 accounted for £62 .3 
m i l l i o n , or 71,8 per cent, of t o t a l deposits, and £33*7 million, 
or 7U,3 per cent, of demand deposits. The corresponding 
figures as at June 30, 1963 were £ 6 6 , 1 million, or 76,U per 
cent, of t o t a l deposits, and £ 3 0 , 9 m i l l i o n or 7 3 p e r cent, 
of demand deposits. Similarly they accounted for £50 million, 
or 6i|..9 per cent, of to t a l loans and advances of £ 7 7 /million 
(excluding £3.i|- m i l l i o n c a l l money) i n December 1962 and 
£ 5 1 , 7 m i l l i o n , or 65.5 per cent of to t a l credit at the end 
of l a s t June. (See Table I below):-
From the above i t i s obvious that foreign banks dominate 
the banking sector of the econcaay. I t w i l l be useful exer-
cise to examine how they have used their position of strength 
i n r e l a t i o n to the country's economic development. Although 
the figures used i n t he following analysis are i n respect 
of a l l the banks, i t should be borne i n mind that foreign 
banks control an average of nearly three-fourths of the whole. 
Commercial banking system's loans and advances reached 
a record l e v e l of £80,4 m i l l i o n i n December 1962 (nearly £90 
m i l l i o n l a s t December) cooipared with a l e v e l of £60 m i l l i o n 
a year e a r l i e r . About £45.8 million, or 57 per cent, of 
t o t a l loans i n 1962 December went to the trading sector of 
the econcKoy as follows 
Agriculture (crop marketing) ,., £18,0 m i l l i o n 
General Commerce 27,8 m i l l i o n 
Manufacturing 5*9 m i l l i o n 
Construction 5*2 m i l l i o n 
Money at C a l l and b i l l s discounted 6,6 m i l l i o n 
Miscellaneous 14,7 m i l l i o n 
£80.4 m i l l i o n 
I t i s interesting to note that the ccsmnodlties c l a s s i -
f i e d as "General Commerce" and accounting for £27*8 mil l i o n 
(about 35 per cent) of t o t a l credit i n December 1962 are 
luxurious and semi-luxurious goods, l i k e r e frigerators. 
radios, cars, t e x t i l e s , autocycles, eameras, e l e c t r i c fans, 
house furniture, e t c . A l l of these goods are imported and 
sold by foreign commercial firms operating i n the country. 
Most of these goods are sold lander r e l a t i v e l y attractive 
hire-purchase terms, thereby bringing them within reach 
of small wage earners. 
As anezaogple, merchants of Middle-East origin impor-
ting cotton goods from the Far East, account for the bulk 
of t e x t i l e imports, which they buy wholesale at cheap prices 
and e e l l r e t a i l to native 'market women.* While the whole-
s a l e r s have bank balances and valuable property with which 
to secure overdrafts and l e t t e r s of credit, the r e t a i l e r s 
usxially have none. Anyway, most of the big foreign firms are 
now s h i f t i n g toward manufacturing, leaving r e t a i l business 
to small l o c a l firms. 
The £18 m i l l i o n advanced to "Agriculture" was not s t r i c t l y 
i n the aid of increased a g r i c u l t u r a l output, but i n a i d of 
purchases of marketing boards export crops. The crops include 
eocoa, groundnuts, palm-produce, cotton, and other primary 
cramioditles which serve as raw materials for giant factories 
overseas. Furthermore, i t should be remembered that generous 
rediscount f a c i l i t i e s are available for this aspect of oowf 
mercial banks' credit portfolio. Credit i n aid of agriculture 
should have covered purchases of f e r t i l i z e r s , i n s e c t i c i d e s , 
handmills, and nut-crushing machines. Below i s a breakdown 
7^ 
of loans to agriculture i n December 1362:-
( i ) Cocoa £ 4 , 7 m i l l i o n 
( i i ) Groundnuts .. ,. 8 .6 m i l l i o n 
( i i i ) Palm-produce .. 0.8 m i l l i o n 
( i v ) Other export crops 3,3 m i l l i o n 
(v) Other agriculture 0 .6 m i l l i o n 
Total AgriciLLtiare £18.0 m i l l i o n 
I t i s surprising that credit to manufactiiring and con-
st r u c t i o n (two great indicators of economic development) 
j o i n t l y account for l e s s than 14 per cent of t o t a l loans and 
advances, and about a t h i r d of what went i n aid of not-too-
e s s e n t i a l consumers' goods. I t i s hard to say that the best 
in t e r e s t s of the economy are being well served i n this way. 
I t woiald appear as i f banks' lending policy i s based 
on th e i r watchword "safety, s i i i t a b i l i t y , and p r o f i t a b i l i t y " -
the l a s t not being the l e a s t . Best proof for this can be 
seen i n the Table I at page 66. Foreign banks, which controlled 
about 72 per cent of t o t a l deposits, granted l e s s than 65 
per cent of t o t a l c r e d i t and invested only 37 per cent i n 
the country i n December 1962. With l i b e r a l r u l e s of exchange 
control, one can imagine i n what direction profits move. 
Almost a l l the large commercial finns operating i n 
the country keep accounts with banks i n Group 1. By law, 
these firms are forbidden to keep savings accounts. ^ 
convention, they do not operate fixed or time deposit 
accounts because the nature of their business warrants their 
keeping funds as l i q u i d as possible. 
Following i n Table I I i s a breakdown of banks' lending 
to the economy:-
•. ./71"^  
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There are, however, some strong arguments i n support 
of overseas commercial banks. I t i s natural that they watch 
the i n t e r e s t s of the investors who subscribed their c a p i t a l ; 
and balances held for head offices must be repaid. Most of 
the l o c a l businessmen who apply for accommodation frequently 
lack the three "C's" - c a p i t a l , character and c o l l a t e r a l , 
the sine qua non of loans. Prudence dictates that banks 
should not lend more than the equivalent of borrowers' c a p i t a l . 
Most l o c a l business concerns are under-capitalized; some 
business prcanoters would sooner spend a good part of advances 
received on cars and "house warming" than on the approved 
proje c t s . I n the absence of a bankruptcy law, only property 
furnished as c o l l a t e r a l can be claimed, not other valuables 
l i k e cars and t r i n k e t s , e t c . Banks believe that some borrowers 
exploit t h i s situation ancL are considering setting up central 
credit information bureaus. 
There has been no proof of cut-throat competition with 
indigenous banks. Foreign banks can harnily be blamed for 
taking advantage of l i b e r a l rules which do not ccsnpel their 
importing much c a p i t a l funds into the co\intry. Above a l l , 
i t i s to their credit that none of them has earned the stigma 
of unsoundness. None has ever f a i l e d . Thus they merit the 
confidence and patronage of l o c a l depositors. 
I t has already been stated that foreign banks advance 
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funds to hire-purchase concerns, which s e l l goods imported 
by foreign firms. I t could be argued that these goods 
s a t i s f y the three hire-purchase tests of durability, identi-
f i a b i l i t y , and re-possessability. Certainly yams and maize 
(and s i m i l a r products of indigenous enterprise) do not s a t i s f y 
these conditions, and the administrative expense of financing 
s e m i - i l l i t e r a t e furniture makers i n up-country vi l l a g e s and 
towns w i l l be rather exhorbitant. 
Although indigenous banks have only 68 of the 209 bank 
of f i c e s and only £13,7 m i l l i o n , or 15,8 per cent, of t o t a l 
deposits i n June, 1963, they nevertheless supplied £19,3 
m i l l i o n , or 2U,5 per cent of total bank loans to the economy 
(see Table I at page 66), 
They also accounted for almost half of the total bank 
investments i n Nigeria as at June 30, 1963. (The contribution 
of the semi-indigenous banks i s imderstandably small, i n view 
of the i r newness, mostly under three years, and of their s i z e ) . 
Most of the indigenous banks do not enjoy the patronage 
of large commercial firms and corporations. Only two indige-
. . . /79 
- 7-9 -
nous banks, the National Bank of Nigeria and the African 
Continental Bank, e n l i s t the regional governments as custo-
mers. Three of the s i x indigenous banks have l e s s than 
£250,000 as paid-up-capital and frequently charge as high 
as 15 per cent interest on f i r s t class advances which attract 
only very few customers. 
The returns of one of these small banks once revealed 
t o t a l deposits of l e s s than £10,000, loans and advances 
below £5,000 and a s t a f f of under ten. One wonders whether, 
i n a developing economy,it i s desirable to allow banks to 
shrink to the l e v e l of dignified money-lenders' workshops. 
CHAPTER SIX 
ANALYSIS OF THE MONETARY SYSTEM 
This chapter has three objects. F i r s t to examine the 
way i n which the money supply i s detennined; second, to 
analyse the e f f e c t s of a change in the money supply on 
economic conditions; and th i r d , to discuss the role of the 
banking system i n determining the money supply and the influence 
ef the banks on domestic incomes. 
I The Money Supply and I t s Determination; 
The f i r s t point to be discussed i n this section i s 
de f i n i t i o n a l ; What constitutes the money supply? Or to 
put the same point somewhat differently, what i s money? 
The most common procedure i s to define the quantity of 
money as the sum of demand deposits and currency in the hands 
of the non-bank public. This necessitates regarding time 
and savings deposits with the Commercial banks and deposits 
with the Post Office Saving Bank as 'near moneys*. This i s 
plausible enough where f i n a n c i a l institutions are well 
developed. 
I n Nigeria as well as in most countries with dependent 
economies, the d i s t i n c t i o n between demand and (say) savings 
deposits i s l e s s c l e a r cut in such cases and the conventional 
approach i s open to objections. This i s p a r t i c u l a r l y so in 
West A f r i c a where many Africans attempt to use t h e i r savings 
accoimt v i r t u a l l y as current accounts. Nevertheless, despite 
these objections, we shall adopt i t . For what we require 
i s an operational d e f i n i t i o n of the money-supply, that i s , 
one capable of s t a t i s t i c a l measurement, and t h i s i s provided 
by the conventional approach. Where we draw the l i n e between 
money and near moneys, i s then largely a matter of convenience 
provided to keep at the back of our minds the qualifications 
necessary on account of the existence of the l a t t e r , and 
also the fact that these may be more important i n a country 
such as Nigeria where banking i s less developed. Accordingly, 
we define the quantity of money as the sum of demand deposits 
and currency i n the hands of the non-bank public and define 
time and savings deposits with the commercial banks, and 
deposits with the Post Office Saving Banks (and any similar 
I n s t i t u t i o n s ) as near moneys. How then i s the quantity of 
money determined? 
We have already pointed out that u n t i l the establishment 
of the Central Bank of Nigeria i n 1959, the West African 
Currency Board exercised no autonomous influence on the 
supply of currency or money. And even with the establishment 
of the Central Bank, i n the absence of a f i d u c i a r y issue 
the same statement s t i l l ;holds i n theory f o r the country. 
There remain, however, the commercial banks. The 
banks can, severally or J o i n t l y , exercise an autonomous 
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i n f l u e n c e on tne money supply s i n c e , within c e r t a i n l i r a i t e , 
they can follow c r e d i t p o l i c i e s which are more or l e s s l i b e r a l . 
What are the l i m i t s of oanking action? 
L e t us assume f o r the moment a hy p o t h e t i c a l country which 
possesses a s i n g l e bank which conducts operations only w i t h i n 
that country. How may i t influence the money supply? 
I n developed economies with oroad and a c t i v e c a p i t a l , 
s e c u r i t y and money markets, a bank may Influence the money 
supply oy purchasing s e c u r i t i e s i n the open market. I n theory, 
such an operation w i l l e x e r t only an i n d i r e c t e f f e c t on income 
through a f a l l i n i n t e r e s t r a t e s . I n Ni g e r i a where there i s 
an eraoryonic s e c u r i t y market, t h i s method i s s t i l l not yet 
open to the commercial banks and we can therefore s a f e l y exclude 
i t from our model. There remains, however, the p o s s i b i l i t y 
of i n c r e a s i n g advances and/or discounts. 
Any increase i n advances by our canmercial oank w i l l 
have a d i r e c t e f f e c t upon domestic incomes s i n c e i t w i l l , i n 
most caaes fi n a n c e domestic investment or consumption. I f 
t h i s happens, a s i m p l e m u l t i p l i e r e f f e c t w i l l r e s u l t . 
Domestic incomes w i l l r i s e , and as they do, imports w i l l increase 
owing to tne in f l u e n c e of the marginal propensity to Import. 
The banking system ( i n t h i s case, the s i n g l e bank) w i l l 
t h e r e f o r e oe compelled to p a r t with s t e r l i n g a s s e t s or l o c a l 
cash. For i f , i n the i n i t i a l p o s i t i o n , r e c e i p t s from abroad 
eq u a l l e d payments abroad, i n order to pay for the a d d i t i o n a l 
imports the bank must provide the s t e r l i n g . I t can do t h i s 
e i t h e r by reducing i t s overseas assets or by converting local 
cash i n t o s t e r l i n g through the currency board mechanism. Prom 
the point of view of the bank's reserve position either action 
produces much the same r e s u l t , since the effect of a currency 
board i s t o make assets which are l i q u i d i n the London market 
as good as l o c a l cash, and l o c a l cash as good as s t e r l i n g . 
Hence i f the bank expands i t s advances so as to maintain 
domestic income at a higher l e v e l than h i t h e r t o , the increased 
Imports w i l l lead to a persistent defix5it:,on the balance of 
payments; that i s , frran the bank's point of view, a persis-
tent need to borrow abroad or (what i s the same thing) to 
reduce i t s overseas lending. 
This external drain w i l l not be the only influence on 
the bank's po s i t i o n a r i s i n g out of the higher l e v e l of income, 
f o r as incomes r i s e , there w i l l be an increased demand f o r 
active balances, part of which w i l l be demanded by the public 
i n the fonn of currency. This too must be met by the bank. 
I f the public also desires t o add to i d l e currency balances, 
t h i s w i l l add to the drain. 
To summarize, we may say t h a t , ceteris paribus, the drain 
on the bank's reserves position i n response to a given increase 
i n i t s l o c a l lending w i l l be greater, the greater the marginal 
propensity to import, the greater the proportion of i t s active 
balances the public wishes t o hold i n the form of currency, 
and the greater the marginal propensity t o hoard currency. 
I n dependent economies the marginal propensity to 
import i s usually large. Thus, i n general, tne arain on our 
bank res u l t i n g from an increase i n advances w i l l be severe ana, 
introaucing dynamic considerations, since imports are i i K e i y 
to respona quicKly, w i l l tend to develop rapiaiy. Since our 
bank cannot, f o r long, maintain a volume of local lending 
Which results i n a persistent f a l l i n i t s holdings or aoraestic 
cash and overseas assets, both or which w i l l r e s u l t from the 
ri s e i n imports and the deterioration of the balance of pay-
ments, i t i s p l a i n that one of the ultimate aeterrolnants of 
banking behaviour must be the state or tne balance or payments. 
I I The isrrect or a Change i n the Money Supply on Economic 
Conaitinns: 
We snail now consider a sirapllried balance or pajments 
and t h i s time again m a nypotnetical economy. We snail 
assume tnat i t consists or tnree autonomous items: 
Receipts on account or exports. 
Capital inriows; and 
Payments i n respect or imports, and one accommodating 
item, namely, short-term lending abroad, wnich may be positive 
or negative. We can set t n l s out i n the rorm o f a simple 
account wnlch must or course, balance: 
Balance of Payments 
1 " '-^—•——————^—'— 
We may think tf equillbrum on the balance of payments 
as e x i s t i n g when exports plus capital inflow are equal to 
imports; - a surplus when exports plus capital inflow exceed 
imports, and accamnodating foreign lending i s taking place, and 
a d e f i c i t , as the obverse of a surplus, that i s , a situation 
i n which accommodating borrowing i s taking place i n other 
words, a s i t u a t i o n when accommodating lending i s negative. 
I n our hypothetical econcany* foreign lending i s under-
taken by the single commercial bank, the Currency Board and 
the Post Office Saving Bank, Now, i n any situation i n which 
the Balance of Payment i s i n surplus, e q u i l i b r a t i n g lending 
abroad must be taking place. I t w i l l be performed by one, 
or a l l of these three agencies. The Currency Board and the 
Post Office may be regarded as wholly passive i n s t i t u t i o n s 
prepared t o engage i n foreign lending i n unlimited amounts. 
Moreover, the passivity of these i n s t i t u t i o n s i s not a matter 
of choice but regulation. Our single bank, however, need not 
be passive. I f the overseas reserves are r i s i n g because of 
a surplus on the balance of payments, i t may elect t o be 
passive - but i t may not. 
Let us now take a s i t u a t i o n i n which the balance of 
payments i s i n surplus. Autonomous receipts exceed autonomous 
payments by some positive amount which equals accommodating 
lending. I n a position l i k e t h i s i n Nigetia, t h i s means the 
cit i z e n s are receiving more from abroad than they are spending 
abroad. The domestic counterpart of t h i s i s , of course, an 
excess of domestic savings over domestic investment. To 
s i m p l i f y matters, l e t us assume domestic investment to be 
zero. The excess i s tnen equal to domestic savings. The 
N i g e r i a n c i t i z e n s may accumulate these savings i n three forms: 
currency, Post O f f i c e deposits, and deposits with the commercial 
bank. I n the f i r s t two cases, t n e i r counterpart i n the balance 
of payments w i l l be accommodating roreign lending by tne 
Currency Board and the Post O f f i c e . I n so f a r , however, as 
the community accumulates i t s savings i n tne form of commercial 
bank deposits tne bank w i l l f i n d i t s overseas a s s e t s r i s i n g . 
Under the West A f r i c a n Currency Board System, these are 
e q u i v a l e n t to casn. We can now define a new concept, tne 
'banking balance' as follows: 
Banking Balance = Autonomous Receipts -(Autonomous 
payments + Foreign lending by the Currency Board + 
Foreign Lending by the Post O f f i c e Savings Bank) 
When t h i s i s p o s i t i v e or negative, the bank may react 
by expanding or c o n t r a c t i n g c r e d i t . There i s thus, desioite 
the f a c t that income i s i n equilibrum, a p o s s i b i l i t y of induced 
bank expansion o r c o n t r a c t i o n . E v e r y t n i n g now depends upon 
banking p o l i c y . We may d i s t i n g u i s h tnree } ) o s s i b i l i t i e s . The 
f i r s t of these i s that our h y p o t h e t i c a l bank a d j u s t s i t s l o c a l 
lending so as to maintain a given r a t i o o f reserves ( l o c a l 
cash plus overseas a s s e t s ) to d e p o s i t s ; we s h a l l c a l l t h i s 
the 'responsive' case. Second we nave tne case where, as 
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overseas a s s e t s accumulate, the bank allows i t s reserve 
r a t i o to r i s e . We s h a l l c a l l t h i s the 'passive case'. I f 
the bank i s completely p a s s i v e i n t h i s sense, i t s behaviour 
i s i d e n t i c a l with that of the Currency Board. The t h i r d 
p o s s i b i l i t y i s that tne bank i s ' a c t i v e ' , t hat i s , as 
overseas a s s e t s accumulate, i t allows i t s reserve r a t i o to 
f a i l . F i n a l l y , we must consider that our h y p o t h e t i c a l bank 
can i n f l u e n c e tne money supply 'autonomously', tnat i s , 
apart from i t s response to a p o s i t i v e or negative banking 
balance. For example, i f i n our country, wltn dependent 
economy, development prospects became more a t t r a c t i v e or 
i t s prererences cnanged, tne bank could, or i t s own v o l i t i o n , 
decide to run down overseas a s s e t s , i n order to increase l o c a l 
advances. 
We are now i n a p o s i t i o n to examine tne Inriuence of 
the money supply on the l e v e l o r domestic incomes i n our 
h y p o t h e t i c a l economy, r o r we have e s t a b l i s h e d that a t any time,-
the supply o r money and 'near moneys' i s determined by banking 
p o l i c y and tne balance o r payments. 
I l l I n r i u e n c e Of The Banks on Domestic Incomes; 
What determines domestic Income? A comprehensive a n a l y s i s 
of the theory of the determination of income i s beyond tne 
scope or t h i s chapter. We can provide no more tnan a b r i e r 
d e f i n i t i o n . We s h a l l begin by defining G-ross P r i v a t e Disposable 
Income tnus:-
Gross P r i v a t e Disposable Income = ( P r i v a t e Consumption + 
P r i v a t e Investment + Exports + Government 
Expenditure - Imports - Taxation). 
Given the d e f i n i t i o n , we must now inq u i r e wnat determines 
the magnitude o f the s e v e r a l aggregates wnich c o n s t i t u t e income. 
Economic A n a l y s i s u s u a l l y proceeds on the assumption that 
consumption, imports, and government revenue, are dependent 
v a r i a b l e s : tnat i s , are determined by s t a b l e psycnological 
p r o p e n s i t i e s , the tax s t r u c t u r e , and tne l e v e l of Income. T n i s 
of course, i s . an o v e r s i m p l i f i c a t i o n , but i t represents a u s e f u l 
approximation. I t roii o w s , tnerefore, tnat changes i n income 
are brought about by changes i n exports, investment, and govern-
ment expenditures, which we s n a i l c a l l tne independent v a r i a b l e s . 
We may now d i v i d e investment expenditures into two compo-
nents: foreign rinanced investment and domestically financed 
investment. A b s t r a c t i n g from tne influence of government 
expenditures, f l u c t u a t i o n s i n the income of dependent economies 
must come about through f l u c t u a t i o n s i n exports, f o r e i g n 
financed investment, and domestically financed investment. 
Of these tnree v a r i a b l e s , only the l a s t i s l i k e l y to d i s p l a y 
much s e n s i t i v i t y to changes i n the domestic money supply or 
banking behaviour, for exports are determined by demand on 
world markets, and foreign financed investments depend, i n 
the f i r s t instance, on conditions i n e x t e r n a l money and c a p i t a l 
market. Our problem therefore reduces to that of i n q u i r i n g how 
changes i n the money supply and i n banking policy may influence 
domestic incomes through t h e i r effect on dcanestically financed 
investment and, perhaps, on domestic consumpticai. 
I f income i s i n equilibrum, that i s , the surplus of 
the balance of payments i s offset by an equivalent surplus 
of domestic saving over investment, the excess saving w i l l 
r e s u l t i n the non-bank public accumulating lo c a l assets 
(which are the l i a b i l i t i e s of the Currency Board, the bank, 
or the Post Office) i n the form of ;money or 'near mcaieys'. 
Given the price l e v e l , the r a t i o of real money balances to 
real income w i l l therefore be r i s i n g as w i l l be the r a t i o of 
*near moneys' to income. Given the payment system of the pub2Lc 
t h i s e n t a i l s the increased holding of i d l e balances. For 
such a s i t u a t i o n t o p e r s i s t , increased holding would i n fact 
have t o be an i n f i n i t e l y e l a s t i c demand f o r idle balances at 
the p r e vailing i n t e r s t rates. This i s so because, i n the 
type of economy we are now considering, interest rates are 
l i k e l y t o be determined ipainly by law, or convention and to 
respond very l i t t l e t o changes i n the lo c a l demand and supply 
f o r loanable funds, since the economy does not possess deve-
loped security and money market^which might encourage the 
holding of i d l e balances f o r speculative reasons. I n the 
case of Africans, p a r t i c u l a r l y i n West Afr i c a , any accumula-
t i o n of l i q u i d assets i s l i k e l y to bring considerable social 
pressure towards increased conspicuous consumption. Moreover, 
Africans are, i n general, f u l l y convinced of the merits of 
holding a l l t h e i r assets i n a foiro which increase t h e i r income 
Thus i t i s plausible to argue f i r s t , that any increase i n 
the quantity of money r e l a t i v e to the le v e l of income w i l l 
not influence the economy through lowering interest rates, 
and second, that i t w i l l produce direct substitution of 
goods f o r money and thus lead to consumption or investment. 
I n the process of transmuting savings i n t o investment, 
InterraediaMes such as banks w i l l not be of the importance 
they assume i n developed societies f o r , i n many cases, i t 
w i l l be the savers who, f i n d i n g t h e i r l i q u i d i t y increasing, 
w i l l \mdertake investment. Where intermediaries are impor-
t a n t , there may be l i t t l e influence on rates. More probably, 
any increased borrowing w i l l take place at the conventional 
rates. This analysis applies also t o the effect of accumula-
t i n g 'near moneys' though here, since near moneys provide 
income, the ' l i q u i d i t y e f f e c t ' may operate less readily. 
The consequence o f the l i q u i d i t y effect i s to make the 
econcHDy tend towards one i n which the marginal propensities 
to save and invest (including i n t h i s l a t t e r term the direct 
accumulation of oversea assets) are equal. That i s , towards 
an economy which i s i n 'neutral equilibrum'. 
This, however, does not mean t h a t as incomes r i s e 
owing (say) to a r i s e i n export values, there w i l l be no 
accumBilatioai of bank deposits, currency, or near moneys. 
on the contrary, the operation of lags w i l l ensure that a l l 
three are accumulated. I t means, however, that when inccanes 
are r i s i n g , the primary increase i n the money supply w i l l be 
such as to preserve the 'normal' r a t i o between money and income 
and w i l l thus be income determined rather than determinant 
of income. There w i l l , however, remain the p o s s i b i l i t y of 
a secondary banking expansion brought about by the effect 
of an increase i n the overseas assets of the banking system 
influencing banks which are responsive or active i n our 
teiTOinology. I f t h i s occurs, an endogenous bank-induced 
element w i l l be superimposed on exogenously generated 
inceme fluctuaticois due - say - to c y c l i c a l fluctuations 
i n exports or foreign financed investment. That i s , there 
may be a banking 'accelerator' at work. This wotild be 
the case i f bank lending i n any period were to be determined 
by the change i n bgoik reserves i n some previous period. 
So f a r we have argued on the b a s i s of a h y p o t h e t i c a l 
dependent economy po s s e s s i n g an i n s t i t u t i o n a l s t m c t u r e 
and economic characteristics only broadly akin to those of 
xmderdeveloped countries. We have, moreover, f o r exposi-
t i o n a l purppses, assumed only a single bank and also that 
the bank operates only w i t h i n our hypothetical t e r r i t o r y . 
These two assumptionsmust now be relaxed. 
The i n t r o d u c t i o n of a d d i t i o n a l banks does not modify 
the ana-lysis where the banks are of the same expatriate 
tjrpe since i n t h i s case we may speak of the banking 'system'. 
Where indigenous banks exist however, as i s the case i n 
Nigeria, to do t h i s i s implausible since the two types of 
banks may react very d i f f e r e n t l y to changes i n reserves. 
The s u p r a - t e r r i t o r i a l characteristics of the expa-
t r i a t e banks provide more important qualifications. F i r s t , 
they suggest that banking policy i n any t e r r i t o r y may be 
only very loosely related to the banking balance i n that 
t e r r i t o r y , since the l a t t e r w i l l have only a small influence 
on the overall reserves of the banks. I n other words, bank 
lending i n any t e r r i t o r y may be quite unrelated to changes 
i n external bank reserves. Any evidence of responsive or 
active behaviour would therefore be s t a t i s t i c a l only and 
not evidence that bank lending policy was detemined by 
l o c a l resources and i t s banking balance, second, since a 
large bank expansion i n a single t e r r i t o r y w i l l have only 
a small influence on any expatriate bank's l i q u i d i t y posi-
t i o n , there i s increased scope f o r automcHnous bank expansions. 
Third, since any expatriate bank which gains reserves becsese 
of a favourable banking balance can en^loy i t s funds i n a 
number of d i f f e r e n t t e r r i t o r i e s or other regions, they 
somewhat increase the l i k e l i h o o d of banking passivity. 
With these q u a l i f i c a t i o n s i n mind, we now turn to 
assessing the influence of the banks on domestic inccane 
i n Nigeria. Since Nigeria i s economically 'dependent', the 
^3 
main determinants of inccane and i t s fluctuations w i l l be 
exports, foreign financed investment - other than bank 
financed - and government expenditure. What we are interested 
, i n i s the question of whether or not the banks add a-n 
endogenous element to exogenously generated income fluctua-
tions. 
F i n a l l y , we must remember that, i n some cases, f l u c -
tuations i n domestically financed investment expenditure 
not i n i t i a t e d by changes i n bank lending, may influence 
dcanestic incomes, 
MONEY SUPPLY - NIGERIAN'S EXPERIENCE FOR THE 
PAST 20 YEARS-(1945-1962) 
Nigeria i s a country i n which banking i s l i t t l e 
developed compared with the standards i n Western countries. 
Currency i s the more inrportant part of the money supply. 
The c a p i t a l or security market which has Just been esta-
blished i s dust i n i t s infancy and apart from banks, no 
f i n a n c i a l i n s t i t u t i o n s exist which act on any scale as 
intermediaries between borrowers and lenders. 
Before and during the period 1943-1959, there was 
no central bank and before A p r i l 1960, no securities 
market i n Nigeria. The banking system dominated by 
expatriate banks with larger t o t a l resources than the l o c a l 
banks concentrated t h e i r a c t i v i t i e s on the financing of 
government, movement of cash crops, foreign trade. They 
1H 
provided the necessary cash f o r working capital but 
eschewed credit expansion on the security of local assets. 
As indicated i n Table IV, funds surplus to l o c a l require-
ments were repatriated and invested i n the London money 
market. Their inactive lending policy i n Nigeria outside 
the government and the external trade sectors of the 
economy contributed to the money supply i n much the same 
way as the West African Currency Board which supplied the 
currency. 
Under the r i g i d 100% s t e r l i n g exchange standard system 
the Currency Board was purely an exchange mechanism and 
therefore had l i t t l e or no influence on the money supply. 
Given r e l a t i v e l y constant volume of bank loans and advances, 
and surplus i n the balance of payments led to an increase 
i n s t e r l i n g reserves which was held by the banks 
against increased deposits l i a b i l i t i e s or sold to 
the Currency Board against increased c i r c u l a t i o n of notes 
and coin. Also the s t e r l i n g exchange standard system 
precluded l o c a l monetary managment. By investing the 
currency reserves exclusively i n s t e r l i n g securities, the 
Currency Board deprived the governments of the currency 
area of any control over the currency supply and made 
iij^possible the issue of fiduc i a r y money. Thus the monetary 
system was incapable of effective response to economic 
growth except through the accumulation of export surplus. 
The dependence on the balance of payments fo r the bulk of 
the money supply during the period was p a r t i c u l a r l y 
harmful to Nigeria because of the v o l a t i v i t y of primary 
products prices. I n periods of deterioration i n Nigeria's 
tems of trade - when a given quantity of primary products 
earned an increasingly smaller quantity of 100% exchange 
standard currency, the cost of currency was very heavy. 
I n periods of favourable balance of trade, permanent 
improvement i n the money supply tended t o be restrained 
by the high propensity to import consumer's goods and the 
large outward u n i l a t e r a l transfers by expatriate i n d i v i -
duals and s u p r a - t e r r i t o r i a l i n s t i t u i o n s ; and the accumulation 
of s t e r l i n g assets i n Londcai by the loc a l government and 
statutory bodies. To the burden of accimiulating s t e r l i n g 
assets i n terms of imports foregone may be added the loss 
sustained i n r e t t i m to the depreciation of values of accu-
mulated s t e r l i n g reserves as prices increased during most 
of t h i s period. 
The i n s e n s i t i v i t y of the dominant foreign banks to 
cred i t demands of other sectors of the economy spurred the 
establishment of indigenous commercial banks whose expan-
si o n i s t policy cushioned daring the part of t h i s period 
by Regional Government deposits accelerated the reduction 
of low banking density and increased bank holding of l o c a l 
assets. However, t h e i r aggressive banking and l i b e r a l credit 
policy unmatched by managerial and f i n a n c i a l resources, at 
times, strained t h e i r l i q u i d i t y position and public c o n f i -
dence. Thus, the effect of the conservative credit policy 
of the dominant group of banks on the banking system 
persisted. 
Table I shows the sources of the increase i n the money 
supply which have taken place since September, 1943. This 
table makes i t abundantly p l a i n that the influence of bank 
cr e d i t creation was small and accounted f o r less than Q% 
of the change i n the t o t a l money supply over the period. 
The banking system was, however, not passive i n the 
sense of our e a r l i e r d e f i n i t i o n . While i t i s true t h a t , of 
the increase of £34.8 m i l l i o n s i n the money supply no less 
than £33.05 m i l l i o n s (95.0 per cent) resuiled from the 
increased holding of s t e r l i n g by the banks and the Currency 
Board, the banking system's advances r a t i o rose from less 
than 2% i n 1943 to 15% i n 1951. I t i s , however, extremely 
doubtful i f t h i s , i n any but a formal sense, indicates a 
responsive or active banking system. I n 1943, the advances 
r a t i o , at under 2% was usually low owing to the impact of 
war-time f i n a n c i a l methods. Hence some rise i n the r a t i o 
was only to be expected p a r t i c u l a r l y since both the B r i t i s h 
banks were i n an overall position of great l i q u i d i t y . Morece-ver 
despite t h i s unusually low advances r a t i o , the banks acquie-
sced i n the expansion of cash and overseas assets by £9.8 
m i l l i o n s or 84% of the expansion of demand deposits and 
73?S of aggregate deposits. F i n a l l y , we may note that while 
advances rose "by £2,5 m i l l i o n s , non-monetaiy deposits a l s o 
rose hy £1,6 m i l l i o n . The hanks thus acted very l a r g e l y 
as i n t e r m e d i a r i e s . The net i n j e c t i o n hy the hanking system 
was t h e r e f o r e only some £0.9 m i l l i o n {6% of the r i s e i n 
demand d e p o s i t s ) . 
I t i s not an easy matter to disentangle these v a r i o u s 
f a c t o r s nor to decide what allowances should he made f o r the 
hanks' u n u s u a l l y low advances r a t i o i n the f i r s t year f o r 
which hank s t a t i s t i c s are a v a i l a h l e . Nevertheless, despite 
the f a c t t h a t , f o r m a l l y , the hanks f a l l w i t hin our c l a s s i -
f i c a t i o n of a c t i v e , t h i s i s a matter of s t a t i s t i c a l appea-
rances only. 
I n West A f r i c a g e n e r l l l y , the r a t i o of overseas a s s e t s 
and l o c a l cash to deposit l i a h i l i t i e s i s not a determinant 
of hank advances p o l i c y ( the main deteiminants of the l e v e l 
of e x p a t r i a t e hank advances i n N i g e r i a are export and import 
p r i c e s ) , and any i n c r e a s e i n advances which does take p l a c e , 
though i t may he c o r r e l a t e d with a r i s e i n these a s s e t s , 
i s c e r t a i n l y not induced hy i t . The hanks may therefore 
he regarded as p a s s i v e . The consequence i s t h a t , i n 
N i g e r i a , the money supply i s inccane detemined r a t h e r than 
a determinant of incomes. 
The hehaviour of the e x p a t r i a t e hanks, i s however, i n 
marked c o n t r a s t to t h a t of the indigenous concerns. T h i s 
^2 
i s made p l a i n i n T a t l e I I which cranpares the main sources 
of expansion of the t o t a l deposits of the National Bank of 
N i g e r i a (an indigenous hank) and the two B r i t i s h hanks -
the B a r c l a y s Bank D.C.O., and the Bank of B r i t i s h West 
A f r i c a L t d . 
T h i s t a b l e shows that the p a s s i v i t y of the hanking 
system as a whole depends upon i t s domination hy the two 
e x p a t r i a t e banks at that time and that as indigenous banking 
develops, a p a s s i v e banking system i s l i k e l y to be re p l a c e d 
by one which i s responsive or even a c t i v e . 
I t i s a l s o i n t e r e s t i n g to note the small proportion 
of the t o t a l money supply provided by bank advances. I n 
1944 t h i s was l e s s than 1%. I n 1951, i t was 6.9%. The 
money supply i s t h e r e f o r e overwhelmingly of e x t e r n a l o r i g i n . 
During the 1950-1959 period, the growth of demand 
dep o s i t s i n the banking system as a whole was impressive 
having r i s e n from £13 m i l l i o n i n 1950 to £40 m i l l i o n i n 
1959 as shown i n Table IV. I n proportion to the t o t a l mcaiey 
supply, no s i g n i f i c a n t change has been r e g i s t e r e d as 
Table I I I shows. Bank c r e d i t expansion during the same 
p e r i o d lagged very much behind the i n c r e a s e i n demand 
deposits because of the p a u c i t y of l o c a l borrowers, the 
dearth of a c e n t r a l monetary authoi»ity, the absence of l o c a l 
s e c u r i t i e s market acceptable to the dominant banks, the 
a v a i l a b i l i t y of a l t e r n a t i v e investment opportunities outside 
^1 
N i g e r i a and c o n s i d e r a t i o n s of l i q u i d i t y as the hanks g e n e r a l l y 
maintained l i q u i d i n t e r e s t - e a r n i n g a s s e t s i n London and 
*tillHnoney' i n N i g e r i a . Tahle V records the s u h s t a n t i a l amount 
of cash i n hand and with hanks ahroad. 
I n almost every year hetween 1950 and 1957 i n c l u s i v e , 
the sum of these two Items n e a r l y equalled the t o t a l amount 
of demand deposits i n the hanking system. Due to s l i g h t 
r e d u c t i o n s i n e x t e r n a l hank halances i n 1958, the cash deposits 
r a t i o reached i t s lowest point s i n c e 1950 at 61% of aggregate 
demand deposit. 
The c o n d i t i o n of p e r s i s t e n t l y high l i q u i d i t y of the han-
ki n g system has heen a favourahle feature from the view-point 
of developing a sound hanking-systern. The adverse e f f e c t on 
the i n d i v i d u a l hank's earnings was o f f s e t hy the s t i c k i n e s s 
of high loan and s e r v i c e charges and hy non-payment of 
i n t e r e s t of demand d e p o s i t s . 
The e f f e c t s have heen the c o n s t r i c t i o n of hanking h a h i t , 
and the low l e v e l of hank loans and advances. 
The changes i n the money supply during the 1950-1959 
p e r i o d i l l u s t r a t e d i n Tahle V I shows that the hank c r e d i t 
c r e a t i o n accounted f o r approximately £29 m i l l i o n or 6S% of 
the t o t a l change i n the money supply (£U7 m i l l i o n ) during 
the same period. I t i s noteworthy, however, that while hank 
c r e d i t i n c r e a s e d hy some £29 m i l l i o n , non-monetary hank 
d e p o s i t s a l s o r o s e hy £2k m i l l i o n . Hence the net increase 
L o c 
i n bank advances during the ten-year p e r i o d was about £5 m i l l i o n 
or 19% of the i n c r e a s e i n demand deposits of some £27 m i l l i o n 
over the same p e r i o d . 
On the other hand, the growth i n e x t e r n a l a s s e t holdings 
by the hanks and the Currency Board combined amounted to 
approximately £ 3 1 m i l l i o n or 665^  of the t o t a l increase i n the 
money supply of £ 4 7 m i l l i o n . Thus i n r e l a t i o n to bank c r e d i t 
expansion i n the domestic economy the banks were l a r g e l y 
i r r e s p o n s i v e . 
However, from I96O to 1962 i n c l u s i v e , a considerable 
change has occurred (Table V I ) as r e f l e c t e d i n the s u b s t a n t i a l 
r e d u c t i o n of e x t e r n a l a s s e t s of the banking system by some 
£ 1 2 m i l l i o n and the expansion of i t s l o c a l earning a s s e t s by 
more than £k3 m i l l i o n or 236^ of the aggregate change i n 
the money supply during the three-year period. I n s p i t e of 
i t s short-term c h a r a c t e r , t h i s hcaneward movement and expansion 
of bank earning a s s e t s i s a welcome development from the point 
of view of l o c a l economy. I t should be noted, however, that 
t h i s c r e d i t expansion has not contributed s i g n i f i c a n t l y to an 
i n c r e a s e i n the l e v e l of demand deposits (Table V) during t h i s 
p e r i o d . I n other words, the l a r g e r loans and advances have 
not a f f e c t e d the money supply markedly. The unin?)ressive 
s t a t e of the money supply i n s p i t e of the laTge autonomous 
expansion of bank earning a s s e t s during t h i s short period i s 
t r a c e a b l e to the f i n a n c i n g of a d e f i c i t i n the balance of 
1 0 ( 
payments hy the hanking system. By warding o f f what otherwise 
would have induced a p a i n f u l contraction of the money supply, 
the hanks exerted a steadying e f f e c t on the money supply. I n 
sum, the period hefore 1959 represented the e r a when N i g e r i a 
hanked without a c e n t r a l hank. T h i s , and the ahsence of 
i n t e r n a l s e c u r i t i e s market impelled the hank and other orga-
n i s a t i o n s to c l i n g to a p o l i c y of r e p a t r i a t i n g excess r e s e r v e s 
to the London money market with ohvious adverse e f f e c t on the 
development of hanking h a h i t l o c a l l y and the a v a i l a h i l i t y of 
hank c r e d i t outside the accepted sector of horrowers -
governments and import/export trad i n g firms i n N i g e r i a , The 
net e f f e c t was the dependence of the money supply on the 
halance of payments conditions. This enhanced the cost of 
c r e d i t because of the v o l a t i l i t y of primary products p r i c e s . 
Prom 1960 to 1962 i n c l u s i v e , the inward movment of external 
a s s e t s of the hanking system and the expansion of the hanks' 
l o c a l earning a s s e t s have heen considerable but the f u l l 
e f f e c t on the money supply has not been equally s i g n i f i c a n t . 
Thus, the money supply remains predominantly one of notes 
and co i n and not hank d e p o s i t s , 
MONEY SUPPLY AND SEASONAL VARIATIONS 
I n West A f r i c a n c o u n t r i e s g e n e r a l l y , the seasonal increase 
i n the demand for money ccanes i n September and October and 
continues u n t i l approximately January, During t h i s p e r i o d , 
Important d i f f e r e n c e s are seen i n the investments of c o i n s , 
notes and d e p o s i t s as they e s s e n t i a x i y serve d i f f e r e n t s e c t o r s 
of the community. N a t u r a l l y , these changes mean t h a t the 
C e n t r a l Bank has to be equipped w i t h the r i g h t s o r t or currency, 
coins and notes and the required denominations to meet the 
demand. As the denanlnations required gradually change 
through time w i t h the I n c r e a s i n g monetization of the country, 
the c e n t r a l Dank must const a n t l y have to r e v i s e i t s currency 
p o l i c y . T h i s often i n v o l v e s i t i n seme very considerable 
investments of both c a p i t a l and s t a f f . The transport of coins 
and notes i s d i f f i c u l t i n N i g e r i a which i s large and expansive 
and with I n e f f i c i e n t t r a nsport system. The C e n t r a l Bank, 
t h e r e f o r e , f i n d s i t s e l f faced wi-ch a demand tnat i t opened 
branches i n Kano ( i n Northern N i g e r i a ) ; Port harcourt ( i n 
E a s t e r n N i g e r i a ) ; Ibadan ( i n Western N i g e r i a ) ; and Benin C i t y 
( i n Mid-Western N i g e r i a ) and these branches are with c o n s i -
derable d e p o s i t s of c o i n and currency. While the economy of 
N i g e r i a badly needs such f a c i l i t i e s l i k e t h i s , i t i s d i f f i c u l t 
to see how the country can meet such requirements i n view of 
s t a f f shortages and the very important s e c u r i t y measures that 
have to be taken i n the branches. I t has been suggested 
that i t would have been p r o f i t a b l e i f the C e n t r a l uank 
could appoint Agents i n these centres i n s t e a d of e s t a b l i s h i n g 
branches, however, the secuJjity measures that have to oe 
taken often made tne u t i l i z a t i o n of agents Impossiole. On 
the other hand, by the establishment of branches with conslde-
r a b l e deposits of coin and currency tend to decrease the 
cost of t r a n s f e r of currency, which reduces the cost of 
running a modern monetary system. 
We s h a l l now examine the monthly changes i n the money 
supply i n c o i n s , notes and bank d e p o s i t s . I n N i g e r i a , there 
i s a maximum i n notes, c o i n s and the t o t a l money supply at 
the end of the y e a r , r e i l e c t i n g the peak periods of the 
s a l e of crops. These are cocoa i n October, palm o i l i n 
November and groundnuts i n November/December, The preference 
of the farmers f o r coin as opposed to notes i s s t r i k i n g . 
Over the l a s t ten y e a r s , however, the l a r g e r farmers, 
e s p e c i a l l y i n the South, have l e a r n t to accept notes i n s t e a d 
of c o i n . T h i s shows a c e r t a i n change i n h a b i t s as notes 
can be eaten by t e n n i t e s , w h i l e coin cannot, thus the more 
pr o g r e s s i v e farmers are e i t h e r spending t h e i r inccme, using 
s p e c i a l strong boxes, or p o s s i b l y even depositing t h e i r income 
i n banks. They are c e r t a i n l y not burying i t i n the ground. 
Deposits show a d i f f e r e n t maximum, namely March. This 
coincided w i t h the r e t u r n of the coin and notes and the most 
important tax payments which a l s o explains the intervening 
f a l l i n c o i n i n c i r c u l a t i o n . 
The r i s e i n June again r e f l e c t s the l a s t spurt of trade 
supported by the mid-year crop before the a s s e t s of the 
previous season have been exhausted. Deposits f a l l from 
December onwards as a s s e t s are used f o r purchases and payments 
of a l l kinds (see the Graph showing the monthly changes). 
The banks meet t h i s seasonal demand i n two ways. 
F i r s t , as the e x p a t r i a t e companies and business e n t e r p r i s e s 
canvert t h e i r bank advances i n t o currency, the banks encash 
d e p o s i t s . This i s a s u b s t i t u t i o n of one form of money f o r 
another. By cashing these deposits the banks are providing 
f l e x i b i l i t y i n the composition of the money supply. The 
hanks are not a c t i v e i n the p r o v i s i o n of f l e x i b i l i t y , however, 
as long as they confine themselves to the mere encashment of 
depo s i t s i n the c r e a t i o n of which they were p a s s i v e . Nor 
are they a c t i v e i n so f a r as they encash other deposits 
s e a s o n a l l y c r e a t e d by the t r a n s f e r of funds from London or 
other f o r e i g n f i n a n c i a l c entres by the operating e x p a t r i a t e 
t r a d i n g e n t e r p r i s e s . 
The banks provide f l e x i b i l i t y a c t i v e l y when they grant 
s e a s o n a l advances for the c o l l e c t i o n and marketing of export 
crops. I n t h i s case they b r i n g about a seasonal addition 
to the money supply by making advances which they convert Into 
cash as customers r e q u i r e . 
However, both types of banking c o n t r i b u t i o n , a c t i v e and 
non a c t i v e , may involve the banks i n as s e t s u b s t i t u t i o n . I f 
the a c c e s s i b i l i t y of the money market i s complete, the banks 
w i l l maintain a s t a b l e cash r a t i o , s u b s t i t u t i n g money market 
a s s e t s f o r l o c a l cash only when required. I n t h i s way, they 
w i l l minimize t h e i r holdings of non-earning a s s e t s . But i n 
the case of N i g e r i a , w i t h her money market s t i l l i n i t s 
i n f a n c y , the b i g e x p a t r i a t e banks s t i l l make use of ex t e r n a l 
money markets; f o r example the Ba r c l a y s Bank D.C.O, and the 
Bank' of West A f r i c a L t d , s t i l l make use of the London 
Market f o r the employment of t h e i r surplus funds. The 
r e s u l t i s that p e r f e c t a c c e s s i b i l i t y of the foreign markets 
to these e x p a t r i a t e banks would therefore i n v o l v e , i n so f a r 
as the banks were a c t i v e and provide the whole of the seasonal 
i n c r e a s e , two obvious conditions: 
( a ) a s t a b l e cash r a t i o ; and 
(b) equal and opposite seasonal movements of 
advances and oversea a s s e t s . 
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NIGEfiiin'^^ Vm'EY sDPrLY-^, 1950-62 
(Amoun-cs i n M i n i o n s o f m^-erian pounds) 
Year 
;cember 
31 
Money 
Supply 
Sstim£T.ed 
Currency i n g 
G i r c u i p . t i o n 
Dempnd 
Deposits 
Rp.tio of 
Demand 
Deposits t o 
money Supplj;-
£ S /-
1950 3U.5 13.2 21,G 
1951 il .6 .1 18.U 26.5 
1952 71.0 U8.8 22.2 31.2 
1953 81 .3 56.8 2U.5 30.1 
195i+ 8U.2 51.3 32.9 38.3 
1955 87.3 D5.7 31.6 36.1 
1956 SI.7 56.3 35.U 38.6 
1957 99.6 62 .3 37.3 37.4 
1958 108 . 1 67.8 ^0.3 37.2 
1959 116.0 75.8 i |0.2 3i|-.i-!-
1960 120.6 78.7 UI.9 3U.3 
I96I 120.8 79.2 W.6 
1962 12ii..9 79.7 i-i-5.2 36.1 
Represents Currency pnd aemand d e p o s i t s . 
2. S s t i m a t e d t o t a l s r e p r e s e n t n e t c i r c u l p t i o n r n d comprise issues 
of N i g e r i a n c u r r e n c y i n c i r c u l a t i o n p l u s r e v i s e d e s t i m a t e s 
o f West A f r i c a n Currency tsoard Currency c i r c u l P t i o n cased 
on r e v i s e d e s t i m a t e s . f o r dune 30, 1959 and Imoun n e t 
T/ithdrauals s i n c e t h e n . 
Sources: N i g e r i a D i g e s t of S t a t i s t i c s , and .Annual Heports 
of C e n t r a l Bank o f N i g e r i a . 
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TABLE V I 
Changes i n N i g e r i a n Money Supply, ±950-1962 
(/^mounts I n M i l l i o n s of Pounds) 
Changes 
Changes i n Non-
Year Ending i n Honey. Monetary 
Septemher 30 Supply ^ Baniis 
D e p o s i t s 
1S5C + 3.0 - 0.1 
1951 +12.0 + 0.8 
1952 +6.0 + 1.9 
1953 +J. 0 + 0.8 
195I; +S.7 + 
1955 +5.2 + 2.1 
1956 +6,0 + 0.?4 
1957 - J' <^ + 3.2 
1958 -1.1 + 5.6 
1959 +6.0 + 7.1 
Changes i n 
S t e r l i n g 
Assets 
of Currency 
Bosrd/Cent-
r a l Bank 
+ 0.2 
+ 8.3 
+ 9.4 
+ 2.1 
- 0.6 
- 0.2 
+ h^l 
- 3.8 
- l . U 
+ 2.0 
Changes 
i n Net 
E x t e r n a l 
Assets 
Changes 
i n L o c a l 
E a r n i n g 
Assets 
of Banks of Banks 
+ 2.5 + 0.3 
+ 2,6 + 0.6 - U. i + 2.3 
+ 3.U + 0.7 
+ 9.0 + 2.7 
+ 5.1 + 2.6 - 6.9 + 7.6 
+ 1.0 + 1.8 - 6.1 + 5.8 
+ 3.6 + 
T o t a l Changes 
(1950-1959 
1960 
1961 
1962 
1 6 . 6 
- 1.' 
+23.7 
+ o.U 
- U.o 
+18.8 
+20.7 
n.a. 
n.a. 
n.r-. 
+10.1 
- 8.5 
- 6 . U 
+ 3.1 
+28.8 
+11.3 
+18. li 
+15.6 
T o t a l 
{1960-
Changes 
'6: 1 0 +15.; -11.8 +U5.3 
1. Represents C u r r e n c i e s i n c i r c u l a t i o n p l u s demand, d e p o s i t s . 
2. Before J u l y 1959, the West A f r i c a n Currency Boai'dfs S t e r l i n g 
A s sets r e p r e s e n t e d changes i n the t o t a l Currency m c i r c u -
l a t i o n i n JNigeria p l u s changes i n the esti m a t e of N i g e r i a ' s 
share o f the Board's s u r p l u s runds. From J u l y 1959, T.he 
f i g u r e s r e p r e s e n t c:hanges i n s t e r l i n g Assets o f the C e n t r a l 
Bank and changes i n e s t i m a t e d Currency Board's currency 
o n l y t n a t i s a t i l l i n c i r c u l a t i o n i n N i g e r i a . 
3. T^epresents changes i n aggregate bank oaiances abroad l e s s 
b&lances aue t o oanks abrosd. 
Sources: Compiled f r o m the D i g e s t of S t a t i s t i c s and Annual 
Ret)orts of C e n t r a l B?nk of N i g e r i a . 
( A l l f i g u r e s except col. 5 i n J30u0's) 
Date 
(1) 
Loans and 
.Advances 
(2) 
I n v e w t -
ments i n 
Nin-eria 
(3) 
T o t a l 
( l ) + ( 2 ) 
ih) (5) 
A.bsolute Percentage 
Change i n Chpn~c over 
T o t a l over P r e c e d i n g 
P r e c e d i n g I > r c h 31*^t 
Harch 31st (I;.) 4 (3) 
March 31,1950 2,672 10 2,682 
782 
-
" 1951 3 .'!.21 .^3 3 ,i:-SU 29 
" 1952 5,016 75 5,091 1 ,527 Kl • w 
" 1953 5,813 275 6 ,088 997 20 
" 195i!. 7 ,3i:-l 336 7,677 1 ,589 26 .1 
" 1955 10,018 175 10,193 2 ,516 ^ il- n • 0 
" 1956 15,135 380 15,515 > ,322 r> • c 
" 1957 20,575 ^ Jl-- 20 ,969 5 ,^ .5^ - 0 
" 1958 28,275 190 28,I:.65 7 ,l:-96 -7 . ( 
1959 32,790 l;.70 33,260 7cr. 16 . ^  " 1960 35,9I:-5 933i 36 ,678 7 ,518 IC p 
. J • " 1961 50,'-!.5C ,372 55,822 i S , ^  . I , . * .• 
" 1962 5l,lL!.8 5 ,2972 57 ,Ui!.5 11 ,523 . <^  
" 1963 78,260 6 ,1^ 01 8i',651 17 ,21s 
R e f l e c t s i n t r o d u c t i o n o f ?ed.cral Govcrninent Treasury T ; . i j _ | . 
i n A p r i l I 9 6 O . 
I n c l u d e s .'31,785 t r o u s a n d of money a t c a l l a t the C e n t r a l 
Bank - i . e . money p l a c i d o v e r n i g h t ' I ' i t h the c e l l r-cney 
f u n d adxAinistered by the C e n t r a l wenk sin c e J u l y 1963. 
I n t h e Bank's c o n s o l i d a t e d statement of co;.-3-.:crci'^.l 
bajiks' a s s e t s and l i r b i l i t i o s as ?t I l a r c h 31, 1963, t h i s 
amount i s i n c l u d e d und.or a nev/ i t e m t i t l e d "each ^r.d 
C e n t r a l ijank" u.nicn P I E O i n c l u d e s v a u l t cash rnd ':r±-ncrE 
a t t h e u e n t r a l Bank. For our purposes, hovevcr, i t 
would seem more a p p r o p r i a t e t o t r e s t i t as a I c c ^ ^ l 
i n v e s t m e n t . 
7^ 
T ^ ^ l Ko««i| *S,L«.|5^lv^ 
CHAPTER SEVEM 
BALANCE OF PAYMENT AND EXTERNAL RESERVES 
The "balance of payments posit ion of Nigeria i n recent 
years , p a r t i c u l a r l y the period following the attainment of 
Independence i n 1960 can t e s t he viewed against the background 
of past developments. U n t i l the raid-1950's earnings frcan 
exports generally exceeded payments ahroad for imports and 
serv ices . The surplus on trade transactions during t h i s 
period, together with rece ipts of B r i t i s h Government grants 
to f inance se lected development projec t s , allowed the bui lding 
up of external assets i n the form of s t er l ing secur i t i e s 
and s t e r l i n g balances. Since 1955, however, imports have 
been appreciably larger than exports, and inflows of cap i ta l 
though greater than before, have been i n s u f f i c i e n t to finance 
the ent ire d e f i c i t on current transactions. Overseas f inan-
c i a l assets he ld by o f f i c i a l and s e m i - o f f i c i a l in s t i tu t ions 
have, as a r e s u l t declined. 
The transformation of the balance of payments posit ion 
from an overa l l surplus to an overal l d e f i c i t has been a 
r e f l e c t i o n of a number of profound changes i n the structure 
and character of the Nigerian economy. Since the mid-1950's 
((5-
there has been a marked expansion of Capi ta l expenditiires 
by Government to promote the economic development of the 
country. Coinc identa l ly , pr ivate investment has increased 
appreciably, bringing with i t a larger inflow of foreign 
c a p i t a l . The heavier volume of cap i ta l equipment imported 
for these pro;)ects has been a major contributory factor to 
the emergence and continuation of the trade d e f i c i t . I n 
add i t i on , . growth i n the economy has generated demands for 
increased amounts, and a wider range, of consumer goods. 
F i n a l l y , world pr ices for the country's main export products 
have decl ined subs tant ia l ly from the high l eve l s prevai l ing 
i n the period 1951-5U. L e t us examine 1962 and 1963 for 
example:-
I n 1962, external transactions resulted i n a further 
decl ine i n to ta l foreign exchange reserves . The decrease i n 
external assets of o f f i c i a l and s e m i - o f f i c i a l ins t i tut ions 
t o t a l l e d about £22 m i l l i o n as compared with about £ l 6 m i l l i o n 
i n 1961. Although the decline i n reserves i n these two years 
was of ccwrparable magnitude, the pattern of external transac-
t ions leading to these decl ines was quite d i f f e r e n t . The 
trade d e f i c i t was smaller i n 1962 than i n e i ther I960 or 196I, 
as a res \ j l t of a f a l l i n imports. The l a t t e r represented i n 
p a r t , a natural reac t ion to the heavy importing coincident 
with the attainment of Independence, and, i n p a r t , a consequence 
-of Government p o l i c i e s s ince then which have been designed 
to improve the external pos i t ion . Prom this point of view, 
i t may be said that the underlying payments posit ion of the 
country was better i n 1962 than i n the two preceeding years . 
On the other hand, the lower trade d e f i c i t i n 1962 was 
counterbalanced by smaller inflows of cap i ta l from abroad. 
I n 1963 the overa l l balance of payments posit ion was 
s i m i l a r i n many respects to the outcome of 1962. External 
transactions resul ted i n a further decline i n to ta l foreign 
exchange reserves to £Sk m i l l i o n . The trade d e f i c i t diminished 
further i n th i s year because of higher exports. On the other 
hand, net payments for serv ices continued to grow i n l i n e 
with the trend i n recent years . A further and apparently 
subs tant ia l diminuation of the net inflow of foreign cap i ta l 
was a major fac tor i n the dra in of external reserves . Proceeds 
from o f f i c i a l loans were negl igible and private cap i ta l inflows 
were smaller than i n 1962, 
The table below presenting revised balance of payments 
estimates for 1952 to I963 summarises the major external 
transact ions i n these periods . 
. . . /83 
- Sir -
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RESERVE MOVEMENTS;~ 
The r e s u l t of Niger ia ' s external transactions showed 
a continuous decl ine i n the external reserves of o f f i c i a l 
and banking ins t i tu t ions i n recent years . At the end of 
1962 for example, t o t a l external reserves amounted to about 
£130 m i l l i o n , about £22 m i l l i o n lower than a year e a r l i e r . 
I n 1963, these reserves to ta l l ed about £9U m i l l i o n - about 
£36 m i l l i o n lower than i n December 1962. External assets 
of the Central Bank which constitute the largest category, 
decl ined by £ 1 2 . 3 m i l l i o n to £6k.3 m i l l i o n i n I963. The 
Federal Government reduced i t s holdings to £ 1 0 , 6 m i l l i o n 
p a r t l y because of a need f o r funds to meet domestic expendi-
tures and loan repayments. Tota l external assets , equiva-
l ent to about eight months' imports at the end of I962 were 
roughly equal to about 5 i months' i n s e r t s i n December I963. 
Since an important part of the f a l l i n foreigh exchange 
reserves during th i s period resulted from a s h i f t from 
overseas f inancing of current requirements to l oca l f inancing, 
the changes i n reserves during th i s period cannot be considered 
f u l l y representative of the underlying external payments 
pos i t ion of the country. Nevertheless, a decline i n reserves 
of more than 10 per cent i n one year does c a l l attention to 
the state of the reserves and to the important role they 
have i n the functioning of the economy. 
/85 
The foreign exchange reserves of a country constitute 
one of i t s prime asse ts . As the \iltimate means of settlement 
of a country's internat ional transact ions , external reserves 
enable the balancing of f luctuat ions between international 
payments and rece ipts as they occur from day to day, from 
month to month and even from year to year. Moreover they 
.form a fund of internat ional l i q u i d i t y avai lable for use 
i n the event of \inforeseen events, such as nat\n«al d i s a s t e r s . 
I n th i s way, reserves help to f a c i l i t a t e a smooth flow of 
goods and c a p i t a l into and out of the country, i n accordance 
with the needs and pract ices of trade and commerce. The 
cushions provided by reserves a lso allows time i n which to 
form\ilate and execute judicious po l i c i e s to correct 
inbalances i n external transactions when they a r i s e . For 
these purposes, however, both adequate and useful reserves 
are required. 
An adequate l e v e l of reserves for a country i s one 
which i s s u f f i c i e n t l y large to absorb the fluctu^ations between 
external rece ipts and payments that might conceivably occ\u» 
over short periods , A coiantry with a pronounced seasonal 
movement i n i t s export trade needs reserves large enough to 
allow a steady flow of imports throughout the year, A 
coiintry dependent on only a few commodities for i t s expert 
earnings needs to have reserves for use, for example, i n 
. , . ./8-6 
- ^ -
the event of crop f a i l u r e s , and to absorb c y c l i c a l v a r i a -
tions i n world market pr ices and demands for these products, 
recent eaiperience has a lso demonstrated that the reserves 
of countries \mdertaking development programmes are vulnerable 
to a l l the uncertaint ies involved i n formulating and execu-
t ing such programmes, and need to be husbanded accordingly. 
While the external reserves of Nigeria , which tota l led about 
£130 m i l l i o n may be considered adeqxiate for the country's 
needs i n 1962 - at l e a s t by canparison with many other 
countries - one of the major problems to be faced i n the 
next few years i s to balance the needs for development and 
the requirement of maintaining an adequate l eve l of external 
r e serves , 
Foreign exchange reserves must also be visable. Most 
coujatries therefore maintain the ir external assets i n a 
highly l i q u i d form, such as gold, foreign deposits, and 
short dated foreign government s e c u r i t i e s . Also these 
assets are nomal ly held by, or are lander the control of , 
one i n s t i t u t i o n , which i s usual ly the Central Bank, Thus j 
held reserves may be quickly put to viae i f the need a r i s e s , 
and the s tate of reserves i s always known to Government, 
80 that p o l i c i e s may be adopted or modified to meet the 
changing external payments posi t ion of the covmtry, 
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I n the past , the overseas assets of Nigeria have been 
scattered among various o f f i c i a l and s e m i - o f f i c i a l bodies 
and have mainly been held i n the form of long-term foreign 
government s e c u r i t i e s . Acceptance by the Governments of the 
Federation of the need to conserve foreign exchange resources 
and to be able to supervise more c lose ly the coxmtry's balance 
of payments pos i t ion has given impetus to e f for t s to mobilise 
the ex terna l assets of the country into a more l i q u i d form 
and to cen tra l i s e them i n the Central Bahfc of Nigeria, 
Towards the end of I 9 6 I , therefore, the Central Bank, i n 
co-operation with the Ministry of Finance, began discussions 
with the Regional Governments, statutory corporations, other 
o f f i c i a l bodies, and some private i n s t i t u t i o n s , on the ways 
and means by which these assets might be mobilised and 
c e n t r a l i s e d . One problem was to provide these institutions^ 
with a l t erna t ive outlets i n Nigeria for investment funds. 
During I962 , considerable progress was made i n 
mobil is ing and c e n t r a l i s i n g external a s se t s . Federal 
Government converted v i r t\3ally a l l i t s long-term foreign 
s e c u r i t i e s into more l i q u i d form, the Regional Governments 
began to dispose of the ir long-term investments overseas, the 
s tatutory corporations reduced their overseas holdings to 
e s s e n t i a l working balances, and a number of private i n s t i t u -
t ions exchanged the ir overseas investments for indigenous ones. 
Of the assets r epa tr ia t ed , nearly £10 m i l l i o n was invested 
, , , ./8;8 
i n Nigerian Government s e c u r i t i e s . Some further progress 
was made i n I963. At the end of the year , with the excep-
t i o n of the Eas tern Nigeria Government which s t i l l held 
about £k,5 m i l l i o n , other Regional Governments continued 
to dispose of the ir long-term investments overseas. The 
Srtatutory corporations and a number of s e m i - o f f i c i a l i n s t i -
tut ions have reduced the i r overseas holdings to e s sent ia l 
working balances. Further progress i s expected to be made 
i n I96U and the subsequent years . 
With the mobil isat ion of external reserves and centra-
l i s a t i o n i n the Central Bank, these reserves w i l l be imme-
d i a t e l y avai lable at a l l times to defend the value of the 
Nigerian pounds. The determination of the Government to 
maintain an adequate l e v e l of reserves to support the currency 
domestically and abroad was evidenced by the t rans fer , la te 
i n 1962, of the country's gold reserves , to ta l l ing £ 7 , 1 m i l l i o n 
to the vaults of the Centra l Bank, 
EXTERI^AL TRANSACTIONS AND EXCHANGE CONTROLS;-
I n 1962, a new Exchange Control Law was enacted to 
replace the ex i s t ing l e g i s l a t i o n which had becane outmoded 
with the attainment of Independence. 
Under the new Act , procedures have been s impl i f i ed 
and l imi tat ions on a number of d i f f erent kinds of transactions 
. . . /8 .9 
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have been l i b e r a l i s e d . The Minister of Finance has delegated 
to the Central Bank the r e s p o n s i b i l i t y for day-to-day admi-
n i s t r a t i o n of controls with the exception of control over 
c a p i t a l t ransact ions . Authorised Dealers , consist ing of 
Ik banks and two finance companies, have wide discret ionary 
authori ty to approve most commercial transact ions . The 
administration of exchange control has been l i b e r a l i n keeping 
with the Government's po l i cy of continued freedom i n foreign 
exchange transactions and of the use of exchange control i n 
a r e s t r i c t i v e way only i n the event of a major balance of 
payment c r i s i s , and only a f t e r other meas\ires have proved 
i n e f f e c t i v e . 
CHAPTER EIGHT 
A. BANKING AND ECONOMIC DEVELOPMENT 
I n h i s Budget Speech of the 4th A p r i l , 1960, the Federal 
Minis ter of Finance, Chief the Honourable F . S. Okotie-Eboh, 
O.M.G. , M.P . , reaff irmed that the f i n a n c i a l and economic 
p o l i c i e s of the Federal Government would be directed towards 
"the achievement and maintenance of the highest possible 
rate of increase i n the standard of l i v i n g and the creation 
of the necessary conditions to t h i s end, including public 
support and awareness of both the p o t e n t i a l i t i e s that ex i s t 
and the s a c r i f i c e s that w i l l be required." 
The Minis ter framed the following ten-point plan to 
t h i s end:-
One - to maintain confidence^,in the value of the 
Nigerian currency and to maintain reasonably j-
s t a b i l i t y i n wages and pr ices ; 
Two - to continue to expand the basic infrastructurre 
upon which a l l economic development depends; 
Three - to continue to encourage the growth of industry 
and the further development of N iger ia ' s 
mineral resources; 
Four - to give every support to increased a g r i c u l t u r a l 
production; 
F ive - to promote the tra ining of Nigerian manpower, 
e spec ia l ly i n profess ional , technical and 
managerial s k i l l s ; 
S ix - to ensure that development works are undertaken 
i n accordance with the ir p r i o r i t y and importance 
to Nigeria and that there i s proper co-ordination 
• between a l l the Governments of the Federation 
i n th i s f i e l d ; 
Seven - to make e f f ec t ive arrangements for the provis ion 
of the funds required to finance development 
i n Nigeria both by mobilising domestic resources 
and by at tract ing c a p i t a l from overseas; 
Eight - to continue to develop-.the s o c i a l amenities 
increas ingly reqtdred i n accordance with the 
a b i l i t y to sus ta in them; 
Nine - to ensure that Nigeria plays her f u l l part i n 
the internat ional ins t i tu t ions and organisations 
designed to promote development and freer and 
wider internat ional trade; 
Ten - to ens\ire that Nigeria plays her f u l l part , both 
as a donor and a rec ip i en t , i n internat ional 
technica l assistance schemes." 
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I n th i s important approach af fect ing a l l parts of the 
Community, each sec t ion , and not the l e a s t , the f i n a n c i a l 
sect ion has a part to p lay . The problems and d i f f i c u l t i e s 
facing independent Nigeria are not l i k e l y to diminish, 
p a r t i c u l a r l y those r e l a t i n g to the provis ion of the funds 
needed to finance the very necessary growth i n the national 
wealth of the country. The successful development of the 
resources on a national sca le must depend on the a v a i l a b i l i t y 
of adequate c a p i t a l , raw mater ia l s , t echnica l knowledge 
and labour; of these, i n Niger ia 's present circumstances, 
i t i s the potent ia l demand for cap i ta l which poses one of 
the greatest problems. Emphasis must continue to be placed 
on the mobi l i sat ion of savings and the channeling of such 
savings into avenues which a s s i s t i n the r e a l development 
of the country's resources. Savings, past and present, 
provide the only sources of internal c a p i t a l . I f i n Niger ia , 
current in terna l savings and accumulated balances res \ i l t ing 
from past savings are i n s u f f i c i e n t to finance the l e v e l of 
investment required , the a t t rac t ion of overseas c a p i t a l i n 
both private and publ ic sectors of the economy becomes 
increas ingly important and a wide public landerstanding both 
of the need for such c a p i t a l and the safeguards i t w i l l seek 
are e s s e n t i a l i f this c a p i t a l i s to be a t tracted . 
Continuing advance i n the development of the economy 
i s the aim of most countries and not the l e a s t , of Niger ia . 
This must b a s i c a l l y turn on increased production, both i n 
the tjrpe of produce already being produced and i n the explo i -
t ing of other resources s t i l l i n process of development or 
inves t igat ion . The emphasis must l i e on continuous expan-
s ion so that the maximum use i s made of e f for t s already 
undertaken and so that subsequently, there i s no s i g n i f i c a n t 
h a l t i n the momentum - th i s c a l l s for forward planning and 
co-ordination i n the use of resoiirces. Reasonable s t a b i l i t y 
of p r i c e s and the maintenance of the piorchasing power of 
the nat ional currency are basic elements i n the promotion 
of an orderly and reasonably rapid growth i n production. 
Such conditions are necessary i f savings are to be encouraged 
and mobilised into the longer term productive channels rather 
than into sources which o f fer quick and prof i table returns 
but do not always contribute to long-term growth. Publ ic 
confidence, both at home and overseas, i n the strength of the 
nat ional currency are e s s e n t i a l conditions to the a t t rac t ion 
of c a p i t a l , whether this takes the form of domestic savings 
or overseas investment, for no economy can i n the long run 
be healthy unless i t has a soiand and stable cxirrency and 
there i s reasonable assurance that the right to withdraw 
c a p i t a l can be safeguarded. The f i n a n c i a l and economic 
pol icy announced by the Federal Government i n A p r i l , I96O 
evidences f u l l r e a l i s a t i o n of these problems and of a 
determination to ensure the continvied expansion and develop-
ment of the economy i n r e l a t i o n to the resources avai lable 
and to the broad need to maintain reasonably stable condi-
t ions throughout the economy. 
The promotion of nat ional savings campaign i n such 
a manner as to have continuing resu l t s of the kind needed 
i s no easy matter. The necessary machinery w i l l have to 
be created and tested; i n part the channel thro\3gh which 
th i s can be done, such as the Post Of f i ce Saving Bank, the 
savings departments of commercial banks, co-operative t h r i f t 
and c r e d i t s o c i e t i e s , already ex i s t but the f a c i l i t i e s they 
have avai lable to enable them to take part i n a continuing 
and comprehensive campaign need to be reviewed and, i n the 
l i gh t of such a review, to be strengthened where necessary. 
Other poss ible saving media need to be considered and where 
necessary, introduced. I t i s when these preparatory arran-
gements are complete that i t w i l l be possible to mount a 
nation-wide pub l i c i ty drive to a t trac t i n large scale the 
savings of the p u b l i c . Much has already been done to 
stiraiilate these developments but spectacular and immediate 
r e s u l t s cannot be expected. E f f o r t s are being and should 
countinue to be made by a l l who are d i r e c t l y concerned to 
persuade more people to deposit more of their savings i n 
the i n s t i t u t i o n s which now ex i s t for th is purpose, such as 
the banks and the t h r i f t soc ie t ies or to lend d i r e c t l y to 
Government or to publ ic bodies, through the medium of 
s e c u r i t i e s issued by them. Those investors who are f i n a n -
c i a l l y able to assume the r i s k should be encouraged to 
invest d i r e c t l y i n the shares of productive industry. I n 
t h i s way, they would lend greater support to i n d i i s t r i a l 
development and would share i n the rewards to be derived 
from sound growth. There are however, certain considerations 
to which fx i l l regard must be given. Reasonable safeguards 
for inves tors ' money w i l l be obvious to a l l . There must be 
f u l l confidence i n the banking system and i n the s t a b i l i t y 
of other i n s t i t u t i o n s accepting deposits from the p u b l i c . 
The maintenance of such conditions i s a spec ia l re spons ib i l i ty 
of the Central Bank. 
There i s much s t i l l to be done to encourage further 
the banking habit . I t i s often not f u l l y rea l i s ed that the 
economy of a cotantry large ly r e f l e c t s the capacity of i t s 
banking system to f inance i t s trade and to provide funds for 
other short term requirements. The greater the l eve l of 
savings re f l e c t ed i n the form of deposits i n the banks, the 
more the banks are able to f r i l f i l the i r role i n a s s i s t i n g 
i n the development of the economy. 
The growth of these ins t i tu t ions which w i l l be an 
e s s e n t i a l part of the creat ion of e f f ec t ive money and c a p i t a l 
markets i n N iger ia , can only be gradual and further progress 
i n th is d i r e c t i o n should be made i n the years that l i e ahead. 
THE NATIONAL DEVELOPMENT PLM i i962>68:-
The adoption of the National Development Plan I962-68 
by the Federal Parliament i n the 1962 Budget Session, was a 
major landmark. The simultaneous introduction of a Budget 
designed to provide the in^etus required and to encourage the 
development of appropriate f i n a n c i a l and economic conditions 
was ea^ially important. The Natiorfs approach inherent i n the 
Plan and the close co-operation required among the several 
Goverriments of the Federation are i n themselves of significance, 
while the sheer magnitude of planned expenditure presents a 
formidable challenge and poses many problems with which the 
Nigerian Banking I n s t i t u t i o n s w i l l be dir e c t l y concerned, 
PT.JCTJTTOT) EXPENDITURE t -
The plan envisages a minimum anniial investment of 
15 per cent of Grose Domestic Product i n order to maintain 
at l e a s t the four per cent annxial rate of growth that has 
characterised the economy i n recent years. Total capital 
expenditure i s accordingly projected at £1,183 million over 
the six-year period. To achieve this amotint of investment. 
Government c a p i t a l programmes t o t a l l i n g £676 m i l l i o n have 
been planned which, together with other investment-type 
expenditxires, would bring public sector investment to £794 
m i l l i o n or 67 per cent of the total investment required. 
Private investment i s estimated conservatively to total about 
£390 m i l l i o n over the Plan Period, 
- ^ -
The general character and magnitude of the expenditure 
programmes of the several Governnents are shown; i n Table I 
below. These prograinmes place major emphasis on investment 
i n the d i r e c t l y productive sectors of the economy such as 
industry and agr i c u l t u r e , i n contrast to e a r l i e r programmes 
which stressed social overhead expenditures and improvements 
i n the provision of Government services. I f these targets 
are achieved, i t i s estimated that by I968, Gross Domestic 
Product would have ris e n by £32k m i l l i o n to a t o t a l of 
£1,U36 m i l l i o n , 
TABLE, I 
GOVSRNMSNT CAPITAL EXPENDITURE 
(1962-68 National Development Plan) 
(£'3 m i l l i o n s ) 
FEDERAL NORTH EAST 
WEST 
(Including 
Mid-West) 
TOTAL 
DEVELOPMENT ... 298.5 67.0 57.8 U9.6 U72.9 
SOCIAL OVERHEAD 67,6 30.7 lh.9 37.5 150.8 
ADMINISTRATION 1.1 2,1+ 3.2 53.0 
TOTAL hl2,5 98,8 75.2 90.3 676.8 
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FINAITCING THE PLANt-
The expected sources of funds f o r financing Government 
recurrent and c a p i t a l expenditures during the Plan period 
are indicated i n Table I I below. 
The ra i s i n g of the finance required, both that estimated 
to come from i n t e r n a l sources and that expected to be derived 
from external sotirces, poses major problem, and the success 
of the considerable e f f o r t s necessary to accomplish this task 
w i l l depend on many d i f f e r i n g conditions. I n pa r t i c u l a r , 
success w i l l depend on the maintenance of confidence both 
i n t e r n a l and external, i n the s t a b i l i t y of the econany; a 
clear demonstration that the wisest possible use w i l l be 
made of the available resources and that p r i o r i t y w i l l be 
given to productive investment; the maintenance of the present 
l i b e r a l p o l i c i e s r e l a t i n g to the movement of funds into and 
out of Nigeria; and above a l l the determination to press ahead 
wi t h the implementation of the programmes as fast as reeoiirces 
and technical capacity permit. 
/ r\'r\ I 
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TABLE I I 
SOURCES AND USES OF FUNDS FOR GOVERNMENTS 
(1962-68 National Development Plan) 
(£'8 m i l l i o n s ) 
U SES: 
Recurrent Expenditure 95U.O 
Capital Programmes ... ... 653.8 
1,607.8 
S O U R C E S ; 
Existing Domestic Resources 83*+.^  
New Domestic Resources 382.6 
Assmed Foreign Aid ... ... 327.1 
Uncovered Balance 63.7 
1,607.8 
The mobilisation of domestic resoiirces i s of paramount 
importance i n the provision of the finance needed f o r the 
Development Plan, Major steps to th i s end have already 
been taken, both i n the stimulation of domestic savings and 
the r e p a t r i a t i o n and cent r a l i s a t i o n of overseas assets. The 
co-ordination of the use of these domestic resources with 
the funds to be obtained from overseas i s i n i t s e l f no easy 
matter, more p a r t i c u l a r l y because grants and loans from 
overseas tend to become available spasmodically and not 
necessarily for the purposes which have been accorded the 
highest p r i o r i t y . 
The substantial volume of foreign assistance envisaged 
i n the Plan must, of necessity, be kept w i t h i n the capacity 
of the economy to service overseas debt. I n Nigeria's 
present circimistances, the accepted upper l i m i t i s of the 
order of £150 m i l l i o n . This indicates the extent of the 
foreign borrowing which w i l l be required on r e l a t i v e l y 'soft' 
terms and einphasises the importance of the steps now being 
taken by the World Bank to increase the resources available 
to developing countries on terms which they can afford to 
absorb. The provision of resources on such terms m\ist grow 
increasingly i f developing countries such as Nigeria are 
to be able to meet the r e l a t i v e l y modest targets which they 
have set for the improvement of the conditiohs of th e i r 
peoples, 
THE ROLE OF THE FINANCIAL AND BANKING INSTITUTIONS;-
The Central Bank of Nigeria i n particular has a dual 
and c o n f l i c t i n g role to play i n the financing of the Six-Year 
Development Plan, t h i s having been defined by the Federal 
Minister of Finance i n his 1962 Budged Speech as that of 
ensuring an adequate supply of credit to the economy while 
guarding against any excessive i n f l a t i o n a r y tendencies. To 
assist the Central Bank i n discharging i t s r e s p o r j s i b i l i t i e s 
more e f f e c t i v e l y , the regulatory and cre d i t control powers 
of the i n s t i t u t i o n were augmented during the 1962 Budget 
Session, 
I t i s increasingly important to be able to provide 
l o c a l l y the short-term c r e d i t required for domestic purposes 
and f o r the banking system to be orientated on a domestic 
cre d i t base. As a f i r s t stage i n t h i s development, the 
Central Bank has already begun to supplement the 'resources* 
of the banking system by the extension of rediscounting and 
refinance f a c i l i t i e s f o r commercial paper arising from 
Trade and Crop marketing, as well as other e l i g i b l e b i l l s 
of exchange. I t i s anticipated that some £20 m i l l i o n of 
refinance f a c i l i t i e s w i l l be extended during the cixrrent 
196U-65 crop season i n meeting the needs of the Marketing 
Boards fo r export crop finance and t h a t , as these f a c i l i t i e s 
are extended i n the following season, the amount involved 
may r i s e to the order of £i|0 m i l l i o n . 
The Central Bank i s also concerned with the continued 
development of the Capital market, which is v i t a l to the 
success of the e f f o r t s currently being made for increasing 
domestic savings, and channelling these savings i n t o the 
.../iee-
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enterprises and ventures where they can be most usefully 
employed. 
The National I n d u s t r i a l Development Bank - a new i n s t i -
t u t i o n which began operations at the beginning of 19614- has 
already established a good reputation for the granting of 
both short and long term loans to local industries whose 
expanding and development programmes are approved w i t h i n the 
frame work of the six-year development plan. 
The need f o r satisfactory a g r i c u l t u r a l credit f a c i l i t i e s 
has already been recognised by the various Regional Governments 
i n whose p o r t f o l i o s f a l l the main r e s p o n s i b i l i t i e s of the 
country's a g r i c u l t u r a l developments. Following the recom-
mendations of an expert mission provided by the Food and 
Agriculture Organisation i n I963, the Governments of Western 
and Mid-Western Nigeria have set up Agr i c u l t u r a l Credit 
I n s t i t u t i o n s w i t h substantial capitals provided from the 
reserve funds of the Regional Marketing Boards. The main 
function of these Ag r i c \ i l t \ i r a l Credit I n s t i t u t i o n s i s to 
grant credit f a c i l i t i e s t o lo c a l farmers f o r a g r i c u l t t t r a l 
expansion and increased produ c t i v i t y programmes. I t i s hoped 
that the other regional governments w i l l soon set up similar 
i n s t i t u t i o n s to cater f o r the interests of lo c a l farmers i n 
t h e i r areas of j u r i s d i c t i o n . 
The policy of the Banking and other Financial i n s t i -
tutions i n the country over the development plan period w i l l 
n e cessarily be concerned with the maintenance of economic 
s t a b i l i t y and the Central Bank more pa r t i c u l a r l y with the 
defence of the currency, i n such a way as to permit reasonably 
rapid economic growth. The National Development Plan has 
ambitious objectives but these are c l e a r l y necessary i f any 
substantial progress i s to be made in improving the overall 
standard of l i v i n g . Given the public support required, and 
tha acceptance of the d i s c i p l i n e and s a c r i f i c e s inherent 
i n such a programme, together with the maintenance of 
p o l i c i e s and conditions conducive to the continued inflow 
of foreign c a p i t a l , there i s every reason to conclude that 
these objectives are r e a l i s t i c and well within the capacity 
of Nigeria to achieve. 
3, QRKLIT CREATION FOR NIGERIA'S SIX TEAR (1962-1968) 
gCpNai lC PSVSLORIENT R.,IN - A FORGASn^ 
one of th:j most i m p o r t a n t economic p o l i c y ciuestions 
facin;": the 'zovernnent o f an und-'vrdeveloped c o u n t r y ec^y^'r to 
achieve r a p i d econor.iic growth i s to determine tns optimum 
rate- o f domestic c r e d i t expansion. I t may , of course, 
t h a t t he optimum r a t e i s zero, "tut i n an economy v^hoss monetary 
s e c t o r i s s t e a d i l y e x p a n d i r y N^ o?;':; v . l l l n o r m a l l y he a •'?cal 
s u r p l u s c o r r e s p o n d m y to t a - f a c t th^'t economic u n i t s are 
i v i a l i a y t o h o l d l a r y e r cash haiances and delay e x e r c i a i n ; ; 
t h e i r c l a i m s over r e a l r / s o u r c e s . Throuyh n e t c r e d i t c r e a t i o n , 
t h i s s u r p l u s can he a p p r o p r i a t e d and used f o r economic deve-
lopment. Moreover, an economy may h o l d s u r p l u s f o r e i g n 
excharr:e reserves wnich i t wishes to r e p a t r i a t e . Again, t n i s i s 
e r r c c t e d by c r e d i t expansion, 
A yovernam-nt w l i i c h i s taicing i t s development r e s p o n s i -
D i l i t i e s s e r i o u s l y w i l l want to ensure t h a t n e a r l y a x i or the 
c r e d i t made a v a i l a u i e a t tne max'gin i s used f o r p r o d u c t i v e 
i n v e s t m e n t . Thus, the d e t e r m i n a t i o n o f an optimum ra'^e or 
c r e d i t expansion hears d i r e c t l y on a c o u n t r y ' s targets f o r 
p r i v a t e and p u b l i c c a p i t a l f o r m a t i o n , and nence f o r economic 
- r o w t h . A c e r t a i n amount of c r e d i t expansion may he I'erpaii'ed 
to s u p p o r t t l i e commerce a s s o c i a t e d w i t h c u r r e n t l e v e l s o f 
consumption and wna t m i " h t he e a i i a d 'endomenous' investi;:ent -
I3t 
i . e . i n v c s t m o n t which i s s t i m u l a t e d w i t h i n the economic 
system and over w n i c h tlic government c o u l d n o t e a s i l y e x e r c i s e 
d i r e c t c o n t r o l . 
The government w i l l presumalDly want to p c r n i t s u c h c r e d i t 
e x p a n s i o n f o r n o n - i n v e s t m e n t purposes a s i s r e o u i r o d to s u s t a i n 
a minimum l e v e l of consumption c o n s i s t o n t w i t h the maintenance 
or economic i n c e n t i v e s and p o l i t i c a l s t a b i l i t y , and no -Lore. 
Ai'ter a l l o w l n s f o r endogenous in v e s t m e n t , the government v n l l 
t r y to a s s e s s tne a d d i t i o n a l amount of c r e d i t e x p a n s i o n which 
the economy can a f f o r d . I t may a s s i g n a c e r t a i n p r o p o r t i o n 
of i t to "exogenous p r i v a t e I n v e s t m e n t " under w h i c h we I n c l u d e 
l a r g e r p r o j e c t s wJilch req.ulre some form of government a p p r o v a l 
and/or inducement, and the r e s t w i l l he a p p r o p r i a t e d , through 
a mechanism s u c h a s s a i e s of government bonds to tne c e n t r a l 
Danic, r o r I n v e s t m e n t m P U D I I C s e c uor p r o j e c t s , A S a i-axc, 
l i i e r e wlxa. ue two se os or r a c t o r s to Keep m n i n a m s o t t i r - g 
a l i m i t to c r e d i b e x p a n s i o n : 
( l ) one impact of domestic income d i s t r i D u t i o n , r e a l 
a l l o c a t i o n or r e s o u r c e s , anu u l t i m a t e l y , p o l i t i c a l 
s t a b i l i t y a r i s i n g irom p r i c e I n f l a t i o n ; and 
( l i ) the c o u n t r y ' s e x t e r n a l r e s o u r c e s i t u a t i o n , c o m p r i s i n g 
i t s e x p o r t p r o s p e c t s , the l e v e l of i t s f o r e i g n 
exchange r e s e r v e s , and the a v a i l a b i l i t y o f p r i v a t e 
and p u b l i c f o r e i g n c a p i t a l . The f i r s t s e t of 
14-0 
circumstances may also be relevant to determining 
a lower l i m i t to credit expansion, i n as much as 
deflation and unemployment caused by a contraction 
of domestic credit or failure to expand i t adequa-
t e l y can have consequences jtist as serious as 
those of i n f l a t i o n , 
Cotmtries with a f a i r l y high marginal propensity to 
inrpopt normally f i n d t h a t , unless immediate counter-measures 
are taken through trade policy, domestic credit expansion 
quickly s p i l l s over i n t o imports and has a r e l a t i v e l y small 
effect on domestic prices, A ntmiber of developing countries, 
s t r i v i n g to achieve real expenditure rates which cannot be 
sustained by the foreign exchange reserves and foreign-owned 
c a p i t a l available to them, couple t h e i r credit expansion 
with quantitative trade controls and/or repeated t a r i f f increa-
ses which barely suffice t o extract them from balance of pay-
ments crises. I n such cases, the impact of the credit 
expansion focuses mainly on the price l e v e l , and the f i r s t set 
of problems come i n t o play. Other developing countries 
consider i t advantageous to maintain r e l a t i v e l y open economies 
i n order to give the market mechanism a major role i n deter-
mining resouree allocation and with a view to by-passing 
such problems as shortages of imputs f o r local industries, 
extra administrative bucdens on government and business, and 
m4-
incentives to corruption, which frequently accompany exchange 
controls. These l a t t e r countries must, therefore, be concerned 
f i r s t and foremost with the resource constraints applicable 
to t h e i r economies in determining domestic credit p o l i c i e s . 
The Nigerian Federal Government has made i t clear that 
Nigeria belongs to the group of cotmtries which consider i t 
desirable per se and also a means to accelerated economic 
development to maintain a b a s i c a l l y open economy. In his 
Budget Speech of March 29, 1962, the Federal Minister of 
Finance, Chief Okotie-Eboh outlined the advantages which 
accrue to Nigeria as a r e s u l t of her l i b e r a l trade p o l i c i e s ^ 
including "the creation of a climate conducive to the chan-
n e l l i n g of domestic savings into productive investment and 
to the inflow of foreign c a p i t a l into the public and private 
sector of the economy'! He added " I t would be ft>lly to throw 
away these hard-won advantages. Should balance of payments 
pressures a r i s e , i t w i l l therefore be the policy of the 
Federal Government to seek to contain them by the more 
f l e x i b l e f i s c a l and monetary means; by selective t a r i f f 
increases, by stepping up the tempo of domestic savings, 
overall iDudget p o l i c i e s and by the use of monetary weapons 
increasingly available to the Central Bank", I t i s thus the 
r e a l resource constraints which are l i k e l y t o govern credit 
expansion in Nigeria, and i t i s these to which we w i l l direct 
our attention i n t h i s chapter. 
OFFICIAL CREDIT CREATION IN THE PLAN;-
According to the I962 Budget Speech of the Federal 
Minister of Finance, i t i s intended for the public authorities -
i . e . the Central Bank - to undertake three types of credit 
creation during the Plan period: purchases of medium and 
long-term Federal s e c u r i t i e s (Federation of Nigeria Development 
Stock), rediscounting of Treasury B i l l s and b i l l s of exchange 
and, to a l e s s e r extent, provision of advances to governments 
and banks. The former type presents no conceptual problems. 
Net Central Bank purchases of Federal s e c u r i t i e s maturing 
after the end of the Plan period, to the extent that the 
proceeds are not retained i n government accounts at the Central 
Bank (and we w i l l assume, for p r a c t i c a l purposes, that a l l 
funds are put into c i r c u l a t i o n to finance development projects) 
represents net credit creation pure and simple. According 
to the 1962 Budget Speech, i t has been agreed that the Central 
Bank w i l l increase i t s holdings of Federal securities by a 
net of £33 m i l l i o n over the Plan period. 
Exactly what the effect of the Central Bank's prospective 
short term credit a c t i v i t i e s on net credit creation over the 
Plan period w i l l be i s not so clear. What i s clear i s that 
these a c t i v i t i e s w i l l increase very rapidly, as i s indicated 
by the following statement from the Budget Speecli, " I envisage 
that the c r e d i t to be extended by the Central Bank i n t h i s way 
(rediscounting b i l l s of exchange, p a r t i c u l a r l y b i l l s related 
to marketing board crops) w i l l quickly r i s e and may amount 
to as much as fil+O milli o n at any one time within the next 
three years". Elsewhere in the same Budget Speech there are 
indications that the issue of Treasury B i l l s w i l l r i s e sub-
s t a n t i a l l y over the Plan Period, and these can be redlscounted 
at the Central Bank at any time, (At present the bulk of the 
rediscounting coincides with the seasonal credit expansion). 
However, Treasury B i l l transactions would lead to o f f i c i a l 
net cre d i t creation over the Plan period only to the extent 
the Central Bank's holdings were greater at the end of the 
period than on March 31, 1962, and there appears to be no 
reason why t h i s should be the case, as the Government indicates 
i t prefers to channel the Bank's contribution to financing the 
Plan through longer-term s e c u r i t i e s , (On the other hand, e f f i -
cient use of Treasury B i l l financing maintains the income 
velocity of the money supply at a higher l e v e l than would 
otherwise be the case, and i n t h i s way may lead to higher 
imports within a given period). 
With rediscounts, on the other hand, i t seems l i k e l y 
that the amount held by the Central Bank on March 31, 1968 
w i l l be greater than i t was on March 31, 1962 when rediscounts 
plus advances t o t a l l e d only £1,3U8,082 (Central Bank Return 
of Assets and L i a b i l i t i e s as at 3l8t March, I962). How much 
greater i s d i f f i c u l t to predict at this point, with the Bank 
having j u s t completed i t s f i r s t major rediscounting exercise, 
undertaken p r i n c i p a l l y to support the marketing of the ground-
nut crop. I t i s h y p o t h e t i c a l l y p o s s i b l e that the Bank could 
redeem a l l i t s b i l l holdings by March 31 of each year, i n which 
case net c r e d i t c r e a t i o n over the Plan period r e s u l t i n g from 
C e n t r a l Bank b i l l f i n a n c e would be n i l . But the operation 
would s t i l l have the e n d - r e s u l t , from a monetary-balance of 
payments viewpoint, of enabling a g r i c u l t u r a l producers to 
r e c e i v e money incemes e a r l i e r than would be the case i n the 
absence of such f i n a n c i n g ; thus, up t o a p a r t i c u l a r point 
i n time they would probably spend more on imports. 
The job of f i n a n c i n g crop marketing has, of course, gone 
forward before the C e n t r a l Bank came on the scene. I n the 
'old* days, before commercial banking had a t t a i n e d a dominant 
p o s i t i o n , the expatiiate t r a d i n g ccunpanles, both out of t h e i r 
own r e s o u r c e s and from over d r a f t s i n London, supplied a large 
proportion of the c r e d i t r equired to purchase crops from the 
f a r a e r s s e v e r a l months before they could be r e s o l d abroad. 
By 1963, the banks were supplying the bulk of t h i s c r e d i t , 
p a r t l y out of t h e i r own deposits and p a r t l y ;out of short-term 
funds brought i n from the U.K. Two s t a t i s t i c s may be c i t e d 
to r e f l e c t t h i s development: 
(1) from l e s s than 50 i n 1951, the number of o f f i c e s 
maintained by l i c e n s e d c c a m e r c i a l banks i n N i g e r i a 
has grown to 197 at the end of I96I ( C e n t r a l Bank 
Annual Report f o r the year ended 31st December, I96I); 
(2) average end-of-the-month commercial bank loans, 
advances and investments i n Nigeria increased by 
seven times, from £9.1 m i l l i o n t o £72,7 m i l l i o n 
between 195U t o 1962, while merchandise exports 
rose 12,6% from £11|8,8 m i l l i o n to £l67 m i l l i o n 
during the same period. 
The 1962 Budget speech indicates t h a t , aside from a desire 
to save on interest charges payable i n foreign exchange, a 
key reason f o r the Central Bank's entry int o the f i e l d of 
b i l l finance i s t o remove Nigeria's dependence on short-term 
inflows of foreign c a p i t a l "to finance our day-to-day trade 
and commerce". These points make i t clear that the Central 
Bank i s being called upon to j o i n i n carrying out a function 
which has been performed by other agencies heretofore. Conse-
quently, i t probably makes more sense t o estimate the Central 
Bank's contribution to net credit creation i n t M s way as 
part of projection of past credit extension by the commercial 
banks, than i t does t o assign an independent ar b i t r a r y value 
t o i t s contribution, 
BANK CREDIT CREATION DURING THE PLAN PERIOD;-
I n view of the fundamental changes now taking place i n 
the structure of the Nigerian monetary system, i t i s extremely 
d i f f i c u l t t o predict the amount of bank cre d i t ereatlon that 
w i l l take place over the next s i x years or, what i s more 
relevant to our basic purpose, to determine the amoxint of 
such credit creation that i s implied by, and consistent with, 
the o f f i c i a l Plan assumptions. However, i n the absence of 
any o f f i c i a l figure we must grope for cue on our own. As a 
s t a r t i n g point, i t i s useful to note that the Plan implies 
a substantial degree of continuity in the movement of key 
macro economic variables i n re l a t i o n to developments over the 
past few years. Real gross dcanestic product i s to increase 
at four per cent or more, as against an average of 3»S% 
compounded fron 1950 to 196O. Private consumption in r e a l 
terms i s to increase by 3^  annually, as ccmipared with a com-
pound annual increase of 3.62^ during I95O-I96O. (See National 
Development Plan Chapter 3 pp. I5-I6 and chapter 15), 
Gross investment i s to absorb 15^  of Gross Domestic 
Product i n e ach year, meaning that i t would grow at the same 
rate as GDP, however, within the t o t a l , public investment i s 
to grow more rapidly than private, (On the other hand, the 
Plan notes: "Should any unforeseen delays arise in the 
implementation of seme projects in the Government Sector, i t 
i s quite possible that private investment would make up the 
s h o r t f a l l i n the overall investment target). 
I t i s reasonable to assume, as an i n i t i a l hypothesis, 
that the continuity assumed i n the Plan implies continuity 
i n regard to the development of the demand for bank credit. 
Using t h i s hypothesis, we w i l l calculate the rate of bank credit 
creation i n recent years, and then discuss various factors on 
the demand and supply sides which should be taken into account 
i 4 f 
i n extrapolating from past data into the Plan period. Even-
t u a l l y we w i l l arrive at a forecast for the compound annual 
increase i n bank credi t over the Plan. 
Since net bank credit i s approximately egual to changes 
i n " l o c a l earning assets" of banks, bank credit creation 
over the past twelve years may be shown by a table given 
absolute and percentage changes i n the sum of ; 
(1) loans and advances, and 
(2) investments i n Nigeria, 
Table V I I gives changes i n t h i s quantity between March 31 of 
successive years (we choose March 31 for two reason, f i r s t l y 
i n order to dampen the impact of the sharp seasonal upturn 
i n loans and advances i n the fourth quarter, and secondly, 
because the years of the 1962-68 Development Plan are government 
f i n a n c i a l years, ending on March 31, thus we want to estimate 
the rate of bank credit creation through March 31, I968), 
The table V I I suggests that the econctay i s presently involved 
i n a f a i r l y rapid rate of bank credit expansion, after the 
e a r l i e r rapid expansion has slackened i n 1959-60, This recent 
surge r e f l e c t s i n large part the entry of the l o c a l banking 
system into financing the marketing of Nigeria's export crops, 
with the res u l t that net short-term c a p i t a l inflow and credit 
creation through the banking system have p a r t i a l l y replaced 
short-term inflow through the expatriate trading canpanies. 
On the demand side, the need for this type of credit creation 
has arisen because of the withdrawal of the large trading 
eonrpanies ( l i k e the United African Company; The G. B, Olllvant; 
The J o i a Holt, etc.) f r c o prodttce buying; l o c a l traders, lacking 
sttfflclent c a p i t a l of th e i r own and having limited access to 
di r e c t oversea financing have naturally turned to the l o c a l 
banking system. On the supply side, banks have been able 
to meet t h i s demand out of excess l i q u i d assets, new deposits, 
overdrafts on foreign offices, and most recently, through 
rediscounting Marketing Board produce paper at the Central 
Bank, The Central Bank's 1962 Annual Report attributes part 
of the sharp r i s e in loans and advances In the fourth quarter 
of 1962 to the f i r s t such rediscounting operation launched 
In 1962 i n connection with the Northern Nigeria groundnut 
crop. Extension of these f a c i l i t i e s to the marketing of 
cocoa and palm produce i n 1963-6U and future years w i l l give 
a further boast on the supply side. I t i s c l e a r that sig n i -
f i c a n t elements in these changes are non-recurring, or w i l l 
be so a f t e r one or two more years. 
Another p a r t l y once-for-all change on the demand side i s 
tke s h i f t of several Important expatriate trading companies 
from financing their working ca p i t a l needs on overseas credit 
to drawing on the l o c a l banking system. However, accompanying 
the change i n the case of several companies i s a large scale 
movement into mantaifacturlng l i n e s to replace former produce 
buying and r e t a i l i n g Tdiperations. With increasing Industrla-
I f s a t i o n , and participation of these companies in the process, 
t h e i r meed for l o c a l bank credit w i l l undoubtedly grow rapidly 
i n the comimg years, 
mother factor which must be takeii into account oh the 
demand side i s the size of the rmohetary sector i n r e l a t i o n 
to the rest of the economy - as this grows r e l a t i v e l y larger, 
the overall transactions demand for mraley i s almost certain 
to increase; oh the other hard, this would normally imply 
a reduction i n the marginal income velocity of the money 
supply. Also related to the demand fca? money i s the question 
of price i n f l a t i o n . The more rapid ^the rate of i n f l a t i o n , 
the larger i s the :mohey supply associated with a given real 
inccme. The Plan documents do not attempt to forecast 
annual price i n f l a t i o n , but confine themselves to warnings 
against i t s dire consequences. However, i t may be presumed 
that the planners are not concerned with the r e l a t i v e l y 
moderate rate of i n f l a t i o n which has occtirred over the past 
decade. Experience i n other developing countries suggests 
that i t i s d i f f i c u l t to jnount a mohetaz^ and f i s c a l programme 
which can keep price i n f l a t i o n as low as one per cent without 
depressive consequences for r e a l production in many sectors 
of the economy. There i s no o f f i c i a l r e t a i l i p r i c e index cove-
ring the whole Nigerian economy. 
However, i n computing GDP during 1950-57, Doctor 
P. N, C, Oklgbo i n his boQk"Nigeriah National Accounts" used 
various deflators applicable to specific commodities, services 
and sectors. Dividing h i s estimate of 1950 GDP at factor 
cost and 1957 prices by the estimate of 1950 current price 
GDP at factor cost | £321!l million] ®° implied 
estimate of the Laspeyres index of price change between 1950 
and 1957. Prom t h i s figure 34.2%, we coinpute a compound annual 
rate of i n f l a t i o n equal to 4.3%. 
Following are additional scattered data on inf l a t i o n in 
Nigeria: 
(1) The Economic Planning Unit of the Nigerian Federal 
Government has calculated an annual GDP at 1957 market prices 
for 1958-59-60 using some procedures similar to those followed 
by Okigbo, although forced to re l y on "guesstimates" for 
subsistence a g r i c u l t u r a l output, and assumed an annual GNP 
i h f l a t o r of 1.7%, corresponding to a weighted average of 
annual i n f l a t i o n i n prices of consumptioh goods (2%) and 
investment goods (zero) over the three year period 1958-60. 
(2) Given i n the following table are average consumer 
price indices (mean values of monthly averages) for the f i r s t 
eight months of 1962 as against specified base years, taken 
from the Digest of S t a t i s t i c s urban consumer prices series. 
Also given are compound annual rates of change corresponding 
to the aggregate increases on the assumption of even rates 
of annual change: 
Urban Area Base Year 
(= 100) 
Average Monthly 
Values 
jan-August I962 
Corresponding Compound 
rates of annual increase 
over base year 
LAGOS 1953 .1U7 
IRADAN 1953 139 3.7?b 
ENUGU 1953 150 
KADUNA 1957 122 i + . l % 
PORT-
HARGOimT 1957 123 4.1% 
SOURCE: Digest of S t a t i s t i c s , I962 pages 75-79. 
3 . The United Africa Company publishes an index of 
wholesale prices of the commodities sold by the United Afri c a 
Group of companies i n Nigeria (United A f r i c a Company S t a t i s t i c a l 
and Economic Review, annual issues; No.27, 19^2). The index 
i s based on representative items among imported goods and 
certain local manufactures. Y/eights used i n the index are 
current, based on the Group's t o t a l sales i n successive 
f i n a n c i a l years (preceding the calender year f o r which the 
index i s calculated) . End of month values are given for 
February, May, August and November. Following are mean 
values of these f o r I 9 6 I , with June-August 1957 as the 
base. Also indicated are corresponding annual compound 
annual rates of change on the assumption of even rates of 
change; 
SELLING AREA MEAN VALUES FOR 1961 
Corresponding Compound 
Rates of Annual Increase 
Over Base Year 
LAGOS 114.7 3.5% 
PORTHARCOURT .109.7 2.3fo 
KANO 112.ij. 3.0$^ 
Considering the foregoing evidence and the ambitious 
character of the 1962-68 Development Plan, i t seems safe to 
assume that the GDP deflator over the period w i l l not be less 
than 3%. Combining t h i s rate with the k% target rate of increase 
i n G.D.P. we project at 7,1% rate of growth of current price 
G.D.P. I f average income v e l o c i t y remains constant, t h i s means 
that the money supply must be on an average of 7»1% higher i n 
each year than i n the preceding year. However, i n the case of 
Nigeria, where marginal income velocity i s somewhat higher 
than average v e l o c i t y , there i s the proba b i l i t y that money 
supply would not have t o increase quite as rapidly. Neverthe-
less, t h i s higher marginal velocity i s a function of the apparent 
r i s e i n average v e l o c i t y between 1952 and I958 and depending 
on the r e l i a b i l i t y of the Economic Planning Unit's estimates 
of 1959-60 G.D.P. average velocity seems to have f a l l e n since 
1958. 
I f t h i s f a l l continues during the Plan period, the 
increase i n the money supply would have t o be greater than the 
increase i n money income. I n p r i n c i p l e , one would expect 
vel o c i t y to f a l l i n a rapidly developing economy which i s 
s t i l l i n the process of being monetized, however, one might 
also have expected t h i s to happen during 1962-68, so that we 
must be cautious i n making predictions on t h i s subject. 
Only part of the increased demand for money associated 
with r i s i n g income over the Plan period w i l l be reflected i n 
specific demands f o r bank c r e d i t , since a good part of i t 
w i l l be met by increased exports, c a p i t a l inflow and Central 
Bank purchases of government securities. Since the foregoing 
analysis projects money income over the Plan t o ris e at a rate 
comparable with that experienced i n the recent past, i t i s 
reasonable to assume that the component of the demand for bank 
credit r e s u l t i n g from the general rise i n income represents 
a stable element i n the extrapolation of future from past 
demand for bank c r e d i t . I f t h i s were not so - i.e. i f i n the 
future demand for money rises much more rapidly i n r e l a t i o n 
to incane than i t has i n the past - then, from the viewpoint 
of projecting imports, the error arising from understatement 
of c r e d i t expansion would be largely, although not e n t i r e l y , 
offset by the overestimation of velocity i n the Plsheris formula, 
I t i s not certain whether factors on the supply side w i l l 
form an effe c t i v e constraint on the creation of bank credit 
over the Plan period, mainly because the Central Bank has given 
some indication that i t w i l l stand behind the banks during the 
seasonal credit expansion to the extent t h e i r own resources -
notably deposits, c a p i t a l , and other l i a b i l i t i e s - do not 
suff i c e to enable them to meet the "effective demand" for 
c r e d i t , comprising the sum of well-secured, short-term lending 
opportunities. On the other hand, the Central Bank (and the 
Federal Minister of Finance behind i t ) has also made clear that 
i t w i l l take a l l necessary measures to protect monetary s t a b i l i t y 
and balance of payments equilibrura. 
We have now reached a point where we must make a "guesstimate" 
as t o the rate of net short-term credit creation by bgnks over 
the Plan period. I t i s suggested that 20% i s a reasonable 
extrapolation of the recent annual rate of growth of bank local 
earning assets, net of these non-recurring changes which merely 
substitute bank cre d i t for existing non-bank short-term foreign 
investment. I t i s f u r t h e r suggested that the growth of bank 
deposits, now proceeding at an annual rate averaging around 
15% of l o c a l earning assets, might supply approximately half 
the required additional funds, with the remainder coming out 
of increased bank c a p i t a l , loans and advances to banks, and 
Central Bank rediscounting. I t i s possible that loans and 
advances to banks w i l l not make a sig n i f i c a n t contribution during 
the Plan period, i f they were expected to do so, i t would be 
necessary to reduce the estimate for net credit expansion 
and increase that f o r capit a l inflow accordingly. 
To complete the analysis, we must di s t r i b u t e the net credit 
I s i " 
creation by the Central Bank and the Commercial Banking 
System among the six years of the plan. During 1962, the 
Central Bank sold o f f i t s entire holdings of the Federal 
Government Stock, which amounted to roughly £7 m i l l i o n on 
March 31, I962. However, in February I963, the Bank took 
up about £10 m i l l i o n of the fourth Federal Government Loan. 
We therefore estimate the increase i n long-term security 
holdings during I962-63 at £3 m i l l i o n . The remaining £30 
m i l l i o n (out of the £33 m i l l i o n scheduled for the plan period) 
may as well be a r b i t r a r i l y divided evenly among the l a s t f i v e 
years of the plan. The following table gives our estimated 
breakdown of net credit creation by the Central Bank and the 
Commercial Banking System among the six years: 
( A l l figures i n £millions) 
Year Ending 
March 31: 
Net Central Bank 
Purchases of 
Medium and Long-
Term Government 
Securities 
(1) 
Net Short-Term 
Credit Creation by 
the Banking System 
(including the 
Central Bank) 
(2) 
Total 
(1) + (2) 
1963 3.0 13.5 16.5 
1961; 6.0 16.2 22.2 
1965 6.0 19.4 25.h 
1966 6.0 23.3 29.3 
1967 6.0 28.0 3k'0 
1968 6.0 33.6 39.6 
TOTAL , 33.0 13U.0 167.0 
CHAPTER NINE 
PROPOSALS AND BECOMMENDATIONS 
(1) The Problems of Econcanic Development 
Economic developnaent by Africans presupposes a certain 
amount of technical knowledge and a certain s p i r i t of enter-
p r i s e , but i t also presupposes that there i s access to what-
ever c a p i t a l resources may be required. Developed countries, 
as a rul e , suffer fewer d i s a b i l i t i e s than Africans i n each 
of these respects. They have grown up under conditions in 
which technical knowledge can readily be acquired and \mder 
conditions i n which enterprise i s understood and encouraged. 
And they may have access to a variety of i n s t i t u t i o n a l 
arrangements through which ca p i t a l can, i f necessary be 
borrowed. For short-term borrowing, they have a highly deve-
loped banking system; for long-term borrowing, they have a l l 
the f a c i l i t i e s which are comprehended by the ;)oint-stock 
system as well as the means of ra i s i n g personal loans, TO 
the Nigerians, and p a r t i c u l a r l y those i n the provinces, 
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modern techniques are s t i l l novel and not easily understood; 
enterprise and i n i t i a t i v e are often I n h i b i t e d by native law 
and custom, and the f a c i l i t i e s for borrowing, except f o r 
piirposes which are not p o s i t i v e l y productive, are not highly 
developed. I t may, therefore be worth while to examine 
these d i s a b i l i t i e s and the conditions xinder which they can 
be removed. 
The acquisition o f technical knowledge does not present <i<^ 
much d i f f i c u l t y as is often supposed. This does not apply 
to the higher and more complex types of technical knowledge 
fo r which highly specialised t r a i n i n g i s a pre-requisite 
but the opportunities to make use of these more complex types 
only occur i n communities which are themselves highly deve-
loped. The simpler forms of technique can be acquired either 
by simple foms of tr a i n i n g or by practice and i t has often 
been remarked w i t h what apparent speed certain manual s k i l l s 
can be acquired by people to whom they have been completely 
strange. The impeding factor i n these cases i s not, as a 
r u l e , some inborn incapacity on the part of the people 
themselves but the lack of a market i n which i t is worth 
while to acquire the s k i l l and exercise i t . Given the 
p o s s i b i l i t y of a market, the technical knowledge w i l l gene-
r a l l y follow. 
.../-iG6-
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The i n h i b i t i n g e f f e c t of native law and custom over 
the exercise of enterprise presents a more d i f f i c u l t problem.-
Indeed i t may not be removed u n t i l the influence of those 
i n s t i t u t i o n a l arrangements which look upon a l l change with 
disfavour has been weakened. This i s no more than an i l l u s -
t r a t i o n of the recurring c o n f l i c t which arises i n a l l 
societies between the desire for progress and the desire 
for s t a b i l i t y . This l a t t e r desire i s commonly but mistakenly 
interpreted as a desire f o r security but where i t exists, 
i t shows i t s e l f i n i t s opposition to change i n contrast 
to the desire for progress which cannot be f u l f i l l e d except 
through the introduction of change. The most seciore com-
munities are those which have the greatest resources at thei r 
disposal and t h i s position i s reached only through the 
acceptance of change as a means to progress. Those commu-
n i t i e s which have followed the path of self-sufficiency 
as a way to seci i r i t y and s t a b i l i t y have invariably been the 
most Vulnerable to the storms of natiire and to the impact of 
human f o l l y . Anything therefore, which creates a market where 
no market formerly existed or which enlarges an existing 
market, w i l l tend to create conditions which promote the 
s p i r i t of enterprise and at the same time offer a challenge 
to those t r a d i t i o n a l ideas and arrangements which are opposed 
to change. 
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The supply of capit a l presents problems of a somewhat 
d i f f e r e n t character. I t i s not infrequently supposed that 
the d i s a b i l i t i e s under which Africans are supposed to l i e 
i n t h i s respect are d i f f i c u l t i e s which can be overcome by the 
simple expediency of introducing certain new i n s t i t u t i o n s -
that there should be new banks formed to cater for the interest 
of Africans or that the e x i s i t i n g banks should make more of 
t h e i r reso\irces available to African borrowers. 
The problem i n f a c t , i s much less simple. But f i r s t , 
i t i s important to get the problem i n i t s proper s e t t i n g . 
There are i n f a c t i n Nigeria, a very large number of African 
businesses of small size and a much smaller nvmiber of 
Af r i c a n enterprises of a larger size. How many trading 
enterprises of the f i r s t type i s not known. At the other 
end of the scale, there are a small number of African j o i n t 
stock companies. Of 60 companies registered i n Nigeria 
during the period 1957-63, Ik were African companies opera-
t i n g whithin the country. But whereas the average share 
c a p i t a l of the African companies was £12,393 that of European 
companies was £^0,085; that of Syrian companies was £1+5,000 
and that of Indian companies was £52,000. There are no 
leg a l obstacles to the formation of African companies which 
involve more than one race. 
- lee--. 
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The r a i s i r ^ of c a p i t a l ' f o r economic development depends 
upon what the prcsnoter of the business can provide out of 
his own resources and from what he can borrow from other 
individuals or i n s t i t u t i o n s . I n discussing this aspect of 
the problem, i t w i l l be convenient to distinguish between 
the financing of new development from w i t h i n the country 
i t s e l f and the financing of new development from outside 
the country. 
The a b i l i t y to save depends i n a large measure upon 
people's incomes so that as income rise s , as a consequence 
of economic development, the a b i l i t y to save increases. 
The willingness to save depends, among other things, upon 
the opportunities to invest what is saved, either d i r e c t l y 
when the person who saves employs his savings i n his own 
business, or i n d i r e c t l y when he lends them to others to 
employ i n t h e i r b;isinesses. There i s no doubt that i n 
Nigeria, the increase i n incomes which has occurred i n recent 
years has been ref l e c t e d i n a considerable amount of new 
investment - i n ho\ises, i n road transport and i n other ways -
but the channels of investment are not so clear as they are 
i n more developed coxintries. 
I n a g r i c u l t u r e , one of the main obstacles i s the 
smallness of the income of the farm.er and the consequent 
narrowness of the margin which can be saved even i f the desire 
.../-ie9-
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to save should e x i s t . Another has been the precariousness 
of farming and the ease-with which land can be pledged as 
a means of escape from pressing d i f f i c u l t i e s . Distress 
borrowing always involves onerous' conditions and borrov;ing 
by means of a land pledge i s no exception to the r u l e . But 
a t h i r d obstacle which may i n fact be the most important i s 
bound up with the prevailing systems of land-ten\ire. 
Where there i s no i n d i v i d u a l control over land use, 
the inducement to invest capi t a l i n land improvement or i n 
better methods of c i i l t i v a t i o n i s greatly weakened and may 
even be destroyed. The indivi d u a l c u l t i v a t o r w i l l have 
l i t t l e inducement to improve his holding even i f he has 
the means and he w i l l have l i t t l e chance to borrow from 
neighbours even i f they have the means. Nor i s there any 
c o l l a t e r a l security which may be pledged as a means of 
borrowing through normal commercial channels. The posit i o n 
i s complicated i n other ways. As an individxial's prosperity 
increases, the claims of kinship also increase and bring 
w i t h them l i a b i l i t i e s which reduce, perhaps to nothingness, 
the new reward to the c u l t i v a t o r from additional e f f o r t and 
new investment. I t i s one of the recurring anomalies that 
the obligations of kinship which are intended to provide 
a souj'ce of social seciirity may constitute so great an 
obstacle to e f f o r t that the security which is hoped f o r i s 
not i n fact.obtained. 
- i i 0 -
Against t h i s background, the mere provision of ag r i c u l -
txiral c r e d i t by whatever means that may be attempted provides 
no solution. The f i r s t step raiast be the creation of conditions 
under which the provision of credit can become the means of 
a g r i c u l t u r a l improvement. For this purpose, some approach to 
inc3.ividual t i t l e s to land ownership would appear to be neces-
sary and i t i s i n that connection that a system of land regis-
t r a t i o n , i n suitably selected areas, might with advantage be 
introduced. But even i f these conditions should be created, 
i t i s improbable that a g r i c u l t u r a l credit would be f o r t h -
coming through the ordinary commercial banks. Banks, very 
properly, only.lend against pledged assets which can be 
realised i n the event of the borrower defaulting on his 
obligations. I t i s reasonable' to suppose, that i t w i l l be 
a long time before farmers i n Nigeria w i l l be able to offer 
to commercial banks the kind of assets which these banks 
wo\ild be able to consider. I n the meantime, any cre d i t 
f a c i l i t i e s would have to be made available through special 
i n s t i t u t i o n s which were either created for the purpose or 
through e x i s t i n g agencies suitably adapted. 
There are three routes along which a solution might 
be sought. One i s that l o c a l authorities might be empowered 
to make loans for a g r i c u l t u r a l improvements, either out of 
t h e i r own resources or out of f\inds allocated to them for 
1^3 
the purpose. This i s not a proposal which commends i t s e l f . 
The functions of l o c a l government are very dif f e r e n t from 
the function of a cre d i t i n s t i t u t i o n and the knowledge and 
experience which are appropriate to the one are very d i f f e r e n t 
from those which are appropriate to the other. There i s 
l i t t l e doubt that i n a country i n which local authorities 
are themselves young and inexperienced, they should not be 
charged with powers to lend to borrowers whose f a m i l i a r i t y 
w i t h the technique of borrowing and i t s implications i s of 
the scantiest, 
A« second i s that a new land bank might be created as 
a s p e c i a l i s t i n s t i t u t i o n to make loans against approved secu-
r i t y . Such a bank would have to be provided,with i t s i n i t i a l 
c a p i t a l , presumably by Government. By being a specialist 
i n s t i t u t i o n , a land bank could presumably deal with a p p l i -
cations for credit w i t h greater knowledge and informed 
judgement than an ordinary commercial bank could be expected 
to b ring to bear upon them. But i n the present stage of 
the coxintry's development, the establishment of a land bank 
may be premature. I t would be expensive to administer i n 
r e l a t i o n to the volume of business which i t could expect 
to undertake. And i t could not hope to function properly 
i n the absence of assets which the borrower could of f e r for 
any accommodation which he might receive. At the present stage 
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i n the development of the country's a g r i c u l t u r a l economy, 
an i n s t i t u t i o n of the land-bank type l i k e the Agric\altural 
Credit I n s t i t u t i o n set up i n Western Nigeria i n 196i| might 
serve a valuable and important fimction. But to create i t 
i n the absence of such conditions upon which i t s prospects 
of success would depend would be an open i n v i t a t i o n to a 
failTjre which would leave behind i t a legacy of social and 
economic complications. 
The t h i r d i s to b u i l d on the i n s t i t u t i o n of the co-operative 
society which has enjoyed some measure of success i n Nigeria. 
Co-operative societies tend to be concerned i n the main with 
marketing the produce but i n that process may give short-term 
c r e d i t to t h e i r members. But i t would be unwise to encourage 
any such society to make long-term loans before i t had gained 
experience and proved i t s a b i l i t y to deal adequately and 
successfully w i t h short-term lending. Subject to this condition, 
the Co-operative Departments of the Ministry of Trade and 
Industry might be encouraged to explore the p o s s i b i l i t i e s of 
t h i s further development. I t is important, however, to emphasise 
that loans should only be made against acceptable security and 
that default should be followed by i t s normal and natural 
consequences, 
( i i ) The Case of the Indigenous Banks;-
The special problems which arise i n connection with 
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Nigeria's indigenous banks require government action which 
w i l l : -
(a) protect depositors through effective supervision; 
(b) assist genuine (as opposed to speculative) 
indigenous bankers i n the solution of such 
problems as s t a f f t r a i n i n g and branch inspection; 
(c) make i t easier f o r indigenous bankers maintaining 
o f f i c i a l l y approved standards of coDduct to 
acquire the c a p i t a l necessary for expansion on 
'sound' l i n e s ; 
(d) ensure that the banks maintain s u f f i c i e n t l y 
llqpld. asset p o r t f o l i o s to withstand any sharp 
f a l l i n deposits which might accom.pany an 
export recession. 
The Banking Act (1958) was designed to provide a solution 
to the f i r s t of these problems. The Act provided for the 
appointment of a Central Bank or Ministry of Finance o f f i c i a l 
as a Banking Examiner, His duties are mainly "to examine 
p e r i o d i c a l l y , under conditions of secrecy, the books and 
a f f a i r s of each and every licensed bank," He is to report 
any banking abuse to the Minister of Finance through the 
Governor of the Central Bank, Carrying out business i n a 
way detrimental to.the interest of depositors and other 
creditors and keeping i n s u f f i c i e n t assets to cover l i a b i l i t i e s 
(44 
are examples of abuses a bank may commit; penalty ranges 
from a fine of £50 to revocation of licence a f t e r due consul-
t a t i o n with the President of the Republic, I t i s obvious 
therefore that the banking examiner has neither the power 
to prevent fra\id or/and banking abuse, nor has he the 
authori t y to infliaence banking pol i c y . The power of the 
Banking examiner as at present should be increased as to 
enable him to conduct enquiries i n t o bank lending policy and 
make recommendations which w i l l bring about improvements both 
to the banks and to the e conoray. 
A solution to the second problem would be for the 
Government to adopt some of Paton's proposal i n his Report 
by financing the t r a i n i n g of bank s t a f f s i n the United 
Kingdom or U.S.A. and/or encouraging the Universities now 
e x i s t i n g i n Nigeria w i t h the Nigerian I n s t i t u t e of Social 
and Economic Research to offer extra-mural classes useful 
to bank personnel. The problem of supervision and s t a f f 
t r a i n i n g , though important, do not raise any very great 
d i f f i c u l t i e s . Those of l i q i i i d i t j ' - and bank capital are 
however, far less tractable. 
Bank assets may be regarded as. l i q u i d i f they possess, 
two a t t r i b u t e s , namely, s h i f t a b i l i t y and capital c e r t a i n t y , 
i n marked degrees. At present, indigenous bank p o r t f o l i o s 
are i l l i q u i d because the bulk of t h e i r assets consist i n 
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advances which even i f they possess ca p i t a l certainty i n 
vi r t u e of being made to repay i n f u l l , possess no s h i f t a b i l i t y 
whatsoever. Other than cash, no l i q u i d assets are available 
i n Nigeria. Moreover, on the basis of the p r o f i t s and costs 
of the African banks, there are some reasons to suppose 
that these indigenous banks i f unassisted by a share i n 
Government, deposits may depend upon the maintenance of 
high advances rat i o s (that i s , i l l i q u i d p o r t f o l i o s ) . This 
means that the l i q u i d i t y problem cannot be even p a r t i a l l y 
solved by enforcing high cash ratios or high ratios of 
stei'ling securities. 
F i n a l l y , I need to give some attention to the problem 
of bank c a p i t a l . At present, the capital/assets ratios of 
the indigenous banks are low having regard to the risky 
nature of many of their transactions and the unstable 
economic environment i n which they operate. Capital market 
i n Nigeria, however, i s yet i n i t s infancy, and i t is s t i l l 
d i f f i c u l t f o r the banks to raise funds. 
This is again a matter f o r the Nigerian Government to 
consider very c a r e f u l l y since, as we have seen, the s t a b i l i t y 
of the banks and' the protection of depositors require the 
maintenance of ca p i t a l assets ratios much higher than'what 
they are at present. I n my own view, the Government should 
be prepared d i r e c t l y or through intermediaries such as the 
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Finance Corporations to invest i n the indigenous banks which 
are i n need of additional capital and cannot raise i t by 
t h e i r own e f f o r t s and which also s a t i s f y the Ministry of 
Finance i n other aspects. Investment i n the National Bank 
of Nigeria would not only be p r o f i t a b l e , but also economically 
desirable. I t i s g r a t i f y i n g that one or two of the Regional 
Governments have entered d i r e c t l y i n t h i s enterprise. 
( i i i ) The Case for the Integration of both the Expatriate 
and Indigenous Banks;-
The expatriate banks that operate now i n Nigeria have 
cer t a i n d e f i n i t e traditions and attitudes. I t should be 
clea r l y recognised however that these traditions and attitudes 
have enabled these i n s t i t u t i o n s to make a very valuable 
contribution to the economies i n which they operate. I t 
would not be an exaggeration to say that these banks, as a 
r e s u l t of t h e i r high standards of i n t e g r i t y and efficiency 
and so\ind judgement, have enabled Nigeria to take her f i r s t 
essential step i n economic development - the t r a n s i t i o n to a 
pr i m a r i l y money economy. On the other hand, these attitudes 
and t r a d i t i o n s derive from a s i t u a t i o n removed very much from 
that i n which the banks are called upon to operate present 
certain characteristics which may be summarized as follows:-
1. A branch - banking system with low branch 
density i n r e l a t i o n to t o t a l population. 
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2, Concentration of branches at commercial centres. 
3. A high proportion of business associated with 
external trade, 
14-. Close contact with Europeans and Indians, by 
whom the banks are extensively used, 
5. L i t t l e contact with Africans, by whcm the 
banks are l i t t l e used. 
6. Restricted local employment of funds. 
7. Reliance upon an external c a p i t a l market, 
8. Reliance to a large extent upon receipts 
from transfers and other a n c i l l a r y services. 
9. High costs associated with seasonal cash 
requirements. 
I n Nigeria, the primary objective of the government 
action, while encouraging the development of both expatriate 
and indigenous banks, must be to promote the integration of 
the two banking systems i n t o one. 
I n Asia, the problem of contact between the expatriate 
banks and the indigenous population was met, i n part, by the 
use of intermediaries such as Shroffs and Chettiars. I n 
Nigeria, no such intermediaries have been developed. I n my 
view, the indigenous African banks could be used i n this way. 
I f however, the expatriate banks are to use African banks 
as intermediaries, f o r example by rediscouhting b i l l s endorsed 
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by them, they must be f u l l y confident of the i n t e g r i t y and 
s t a b i l i t y of the African concerns. This, i n general, i s by 
no means the case at present. Government, therefore, must 
be exercising general supervision and providing assistance, 
ensuring the s t a b i l i t y of those concerns. I f these measiires 
were successful, there would s t i l l remain the problem of 
encouraging the banks to participate i n medi\an-term finance 
against mortgage security. Some assistance might be given by 
Government through the improvement of mortgage instruments 
and the removal of any legal d i s a b i l i t i e s suffered by the banks 
\inder the Native Lands Acquisition Ordinances. 
I f measures along these lines succeeded i n enco\iraging 
the expatriate banks to venture into medium-term finance, 
t h i s wo\ald reduce the present excess demand for such advances 
and also enable the expatriate banks to employ t h e i r time 
deposits l o c a l l y . I n the long run, i t would help to reduce 
mortgage rates, thus simplifying the local issue of secxirities. 
I n conclusion, i f the Nigerian Government can encourage 
the evolution of 'soiind' indigenous banking by the methods 
that have been suggested, and at the same time, assist the 
development of banking i n general by reducing to nominal 
figures the costs of b i l l finance and attempting to improve 
the e x i s t i n g mortgage instruments, an integrated banking 
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'system', may gradually emerge with the indigenous i n s t i t u t i o n s 
acting as intermediaries between the expatriate banks and 
African borrowers, providing the simple banking services which 
are a l l most Africans require, and mobilizing savings which 
the expatriate banks could hardly hope to reach. Such a 
system would be based upon a more r a t i o n a l d i s t r i b u t i o n of 
function than exists at present. Prom i t , Nigeria could 
hardly f a i l to obtain benefits even i n the comparatively 
near f u t u r e , v/hile i n the long run, the gains should be 
substantial. 
CHAPTER TEN 
A CASE FOR DECIMALIZATI(3N OF 
NIGERIAN CURRENCY? 
I n recent y e a r s i t has become fa s h i o n a b l e f o r many 
c o u n t r i e s to change over to the decimal system of currency. 
For the l a s t f i v e y e a r s , f o r example, many coun t r i e s have 
s e t up Commissions of Enquirie's to i n v e s t i g a t e i r v ^ the / 
p o s s i b i l i t i ^ of converting t h e i r present c u r r e n c i e s i n t o 
decimal c u r r e n c i e s . The Dominion of Canada, Commonwealth 
of A u s t r i a l i a , Republic of Ghana, Union of South A f r i c a , 
Great B r i t a i n and S i e r r a Leone, to mention only a few, are 
among those who had s e t up such i n v e s t i g a t i n g Commissions, 
r e p o r t s of which have been r e c e i v e d by the various govern-
ments concemed f o r t h e i r c o n s iderations. 
I n N i g e r i a , with the attainment of a Republican s t a t u s 
i n October 1, 1963, the current thought i n monetary c i r c l e s 
i s the p o s s i b i l i t y oi* d e s i r e b i l l t y of the decimalization 
of the country'^ currency. The case f o r t h i s desire i s 
f u r t h e r strengthened when i t became known that S i e r r a Leone, 
one of the neighbouring coiantries, i s already operating a 
- laar -
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decimal currency system and Ghana i s already on the path 
of doing the same. 
The Federal Government of Nigeria has not yet set up 
a Monetary Commission to look into the p o s s i b i l i t y of t h i s 
change. I t may be doing so i n the future. But a dissertation 
l i k e t h i s on the working of the monetary system i n the country 
o f f e r s one an opportunity to express a personal opinion on 
the trend of thought on monetary a f f a i r s i n the country. 
The p r o b a b i l i t y of Nigeria adopting a decimal currency system 
i s e n t i r e l y w i t h i n the res p o n s i b i l i t y of the monetary and 
f i n a n c i a l authority of the country. I t follows therefore that 
a l l opinions expressed and a l l suggestions made i n t h i s 
chapter are exclusively my own. 
Advantages of a Decimal Currency;-
The advantages of a decimal currency, stated b r i e f l y , 
are as follov/s: 
1, Counting i n units of tens and hundreds has none 
of the complications inherent i n counting i n units 
of twelves and twenties. Commercial, fi n a n c i a l 
and governmental operations would be simplified 
i n a decimal system and the volume of errors 
associated with transactions under the £. S. D. 
system would l i k e l y be decreased. 
2. I n o f f i c e and c l e r i c a l work, savings would be 
affected through the elimination of some of the 
steps involved i n money calculatiohs. Most calcu-
l a t i n g machines are decimal machines: m u l t i p l i c a -
t i o n and d i v i s i o n involving money amounts can 
usually be carried out on machines only by decima-
l i z i n g the amount, performing the calculation and 
converting the re s u l t back to £,S.D.; with a decimal 
c^Irrency, the f i r s t and t h i r d operations would be 
eliminated, 
3, Most o f f i c e machines and cash registers are designed 
i n the f i r s t instance for decimal currency and are 
then adapted to handle £,S.D, As a r e s u l t , the 
prices of £,S,D. machines are sometimes higher than 
those of comparable decimal machines. A change to 
decimal currency would enable the same machine to 
be used f o r both numerical and monetary calculations, 
thus eliminating the need fo r two types of machines 
and r a i s i n g production per machine, 
1+. I n education, the teaching of arithmetic would be 
greatly s i m p l i f i e d which would have a number of 
long-term advantages. I t has been estimated that 
a c h i l d would save nearly two of the seven years 
spent i n arithmetic at the primary school stage by 
.,./a:^ 
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the elimination of teaching £.S.D. calculations. 
5. I n t e r n a t i o n a l trading and banking transactions would 
be f a c i l i t a t e d . So many countries now use decimal 
currency that a decimal system i n one country i s 
readily understood by others. 
Disadvantages of a decimal currency; 
1. The f i r s t and major disadvantage of s h i f t i n g to a 
decimal currency i s the inconvenience and confusion 
which would be caused by the change over. Money 
transactions enter into p r a c t i c a l l y every phase of 
business, commercial and private l i v e s , and a change 
i n the currency system would, i n some measure, affect 
nearly everybody i n the community. The t r a n s i t i o n a l 
problems of the commercial community would include 
the t r a i n i n g of s t a f f i n the new system, the alter a -
t i o n and replacement of forms, statements, invoices 
and the conversion and replacement of monetary 
machines. 
2. The second disadvantage i s the cost of the change 
over. These costs would occur i n the conversion 
of o f f i c e and other machines to decimal operation, 
t r a i n i n g of s t a f f , and the need to issue new coins 
and notes. Some of these costs would involve a 
foreign exchange burden. 
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3. A conversion to decimal currency might also give rise 
to a certain amount of price i n f l a t i o n , unless the effects 
are offset by monetary actions. An opportunity might 
be taken to increase prices during whatever confusion 
might arise during the change-over; p a r t i c u l a r l y i f i n 
the decimal system chosen there i s no exact equivalent 
between a l l £.S.D. and decimal amounts, there might 
then be a tendency for prices to go to the nearest 
higher rather than next lower decimal amount. 
L^., A decimal system i s less f l e x i b l e with respect to 
d i v i s i b i l i t y i n as much as the £.S.D. system being 
based on 240 (or 12) allows divi s i o n by th i r d s , as 
well as quarters and halves. Because of t h i s , £.S.D. 
system has some advantages i n pr i c i n g i n r e t a i l trade. 
5. A f i n a l disadvantage of adopting a decimal system i s 
that the new value of the present coins and the 
equivalents of the former prices and amounts would 
not be readily associable. 
Assessment of Advantages and Disadvantages;-
The only permanent and inherent disadvantage to a decimal 
system - d i v i s i b i l i t y - i s a minor one. Other disadvantages 
such as inconvenience and-confusion a r i s i n g from the change-
over are merely of short duration, and moreover, such 
d i f f i c u l t i e s could be minimised by careful planning and pro-
cedure during the preparatory and change-over periods. 
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Expenditure of foreign exchange and possible i n f l a t i o n a r y 
e f f e c t s are not of major importance. 
These disadvantages are easily out-weighed by the inherent 
advantage of having the currency system on the same basis as 
the decimal notation. Money transactions affect v i r t u a l l y 
every person, and any improvement which results fran s i m p l i f i -
cation must, a f t e r the i n i t i a l inconvenience of the change-
over, benefit every one. As a result of s i m p l i f i c a t i o n , the 
adoption of a decimal currency would be j u s t i f i e d on the 
ground of savings alone - that i s , the savings would amortise 
the t o t a l cost of the change-over over a reasonable period. 
I I . THE MOST APPROPRIATE DECIMAL CURRENCY SYSTEM 
FOR NIGERIA: 
From Nigeria's viev/-point, six of the various decimal 
ciirrency systems are worthy of consideration. The six to 
be considered are the £-mil., £-cent., lOs-cent., 8s. l+d-cent., 
5s-Gent., and Is-cent systems. 
1. The .£-mil System; 
This system retains the pound as the major unit of 
currency and divides i t i n t o 1,000 mils, each m i l . being 
equivalent to O.ai+d. Under t h i s system, the present 
ciirrency notes would have easy decimal values, but only two 
coins - sixpence (25 mils) and s h i l l i n g (50 mils) - would 
have exact decimal equivalents (see Table l ) . 
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•Mvantages; 
The main advantage of t h i s system l i e s i n the retention 
of the present name and value of the major unit of ciirrency 
so that there would be ho need to a l t e r i n any way any 
amounts now stated i n whole pounds, as for example i n o f f i c i a l 
trade and other s t a t i s t i c s , bonds, insurance p o l i c i e s , annual 
salaries and so on. Also, i n our dealings with the outside 
world, existing exchange parties would remain undisturbed. 
I t provides "easy" decimal values f o r sixpence and 
s h i l l i n g and a l l notes now i n c i r c u l a t i o n . 
Disadvantages; 
Since a l l amoiints would need to be expressed i n mils, 
three decimal places would always be required i n accounting 
and t h i s system would therefore involve people i n handling 
uncomfortably large numbers i n many every day transactions. 
I t i s generally agreed that people f i n d greater d i f f i c u l t y 
i n numbering and manipulating three-digit numbers than two-
digit* The m i l as minor unit (0.2i4.d), which i s about the 
same as one f a r t h i n g , i s cle a r l y unsuitable for ordinary 
purposes. 
To obtain equivalent capacity existing £,S.D. machines 
would have to be f u l l y converted. Not only £.S.D. machines 
but also the majority of the new decimal machines offered 
on the markets would be ;ansuitable without adaptation, since 
the l a t t e r are constructed pr i m a r i l y to meet the requirements 
of duo-decimal systems. 
The £-mil decimal system does not provide "easy" decimal 
equivalents for coins below 6d (see Table). 
TABLE I 
RELATIONSHIP BET'/'ffiEN OLD AKD NEW NOTES AND COINS 
S . S . D I 
Amounts £-rail £-cent 
lOs-cent 8/Ud-cent 5s-cent Is-cent 
£5 £5 £5 10 i i n i t s 12 units 20 units 100 units 
£1 £1 £1 2 " 2.1+ " 1+ " 20 " 
10/ 500 mils 50 cents 1 u n i t 1.2 " 2 " 10 " 
5/- 250 " 25 " 50 cents 60 cents 1 unit 5 " 
100 " 10 " 20 " 21^  " kO cents 2 " 
1/- 50 " 5 " 10 " 12 " 20 " 1 unit 
6 D 25 " 2.5" 5 " • 6 " 10 " 50 cents 
3D 12,5 " 1.25 " 2.5 " 3 " 5 " 25 " 
ID 1+1/6 " 5/12 "• 5/6 " 1 " • 2 I I 3 8 i " 
21/12" 3/2h 5/12" 1 It 2 5/6 " Ul/6" 
21/21+" 5/U8 " 5/21+" •1 11 4 5/12" 21/12 " 
£-cent System; 
The £-cent system involves the d i v i s i o n of the exis t i n g 
pound i n t o 100 cents each cent being equal to 2 .Ud. 
- -
Advantages:-
The high a t t r a c t i o n of th i s system i s that i n addition 
to the retention of the present major u n i t , i t would be a 
duo-decimal system. This would have the merit of si m p l i c i t y 
and also give Nigeria access to the world markets for standard 
machines, with a l l the advantages accruing therefrom. 
The £-cent system i s superior to any other from the machine 
aspect assuming that the half cent were disregarded i n accoun-
t i n g . I f existing machines were not converted capacity would 
be reduced to 1/100 of the present capacity. The conversion of 
machines would r e s u l t i n a capacity ten times greater than 
before. 
This system provides "easy" decimal values for coins 
and notes from 1/- upwards (See Table I ) . 
Disadvantages 
The main deficiency of th i s system i s that the value 
of the minor un i t (2.14-d) i s too high. This deficiency could 
be removed by the inclusion of ^  cent (l.2d) or possibly a 
^ cent, and we would thus have a £-cent-fraction system. 
But the inclusion of ^  or ^  cent weakens the decimal p r i n c i p l e . 
This system does not provide exact decimal values for 
coins, below one s h i l l i n g (see Table l ) . Therefore old 
pennies, three pences and six pences could not be used i n 
making up decimal prices. 
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10s.-cent System;-
In t h i s system 10s. i s taken as the major unit and i s 
divided into 100 cents, each cent heing equal to 1.2d. 
Advantages;-
This "being a duo-decimal system sati s f i e s the c r i t e r i o n 
of s i m p l i c i t y . However, the great merit of this system 
stems from the retention of the popular s h i l l i n g (which 
would equal 10 cents) as a prominent decimal coin. 
Since the great majority of every day purchases are 
i n s h i l l i n g s and pence, the system scores highly on "associa-
b i l i t y " . Because of t h i s and because more coins and notes 
have exact and true decimal equivalents than under any other 
system ( w i t h the exception of 8s,L|.d - cent system), i t i s 
prohable that people would f i n d i t easier to adapt themselves 
to the lOs-cent system than to any other. 
The lOs-cent system has a particular advantage i n giving 
the highest value major u n i t with a cent (l.2d) that may 
not need to "be suh-divided further, thus leaving a pure 
duo-decimal place system. While i cents could be introduced, 
a coin of a lower value than 1.2d i s l i k e l y to become of 
l i t t l e importance as increases i n standard of l i v i n g i n Nigeria 
and i n r e t a i l prices occur. 
A l l coins and notes from 6d upwards, have exact decimal 
• • ./130' 
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equivalents (see Table l ) . Thus the system combines ready 
"Associability" with a heavy major unit and a convenient 
minor u n i t . 
From the machine aspect, the system has the advantage 
that access would be given to the world market for duo-
decimal machines. 
Disadvantages;-
Adoption of the lOs-cent system would require the 
recalculation of national and other f i n a n c i a l s t a t i s t i c s 
which are expressed i n poimds only. But such recalculations 
or conversions would be r e l a t i v e l y simple since i t would 
only involve doubling the amounts concerned. 
Another disadvantage of t h i s system i s the abandonment 
of the established monetary unit (the pound) which may 
affect the international value and prestige of the national 
currency. This disadvantage might be weighty for a coiantry 
l i k e the United Kingdom where the pound is one of the 
inte r n a t i o n a l currencies and has a prestige value b u i l t up 
over hxindreds of years. But the disadvantage would not be 
very important i n Nigeria. I n f a c t , the adoption of a 
d i f f e r e n t u n i t i n Nigeria would eliminate the confusion that 
sometimes results from the difference i n exchange values 
between the Nigerian pound and the B r i t i s h poxmd. 
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-Also, 3d, I d and ^d would have to he replaced by decimal 
coins or s l i g h t l y d i f f e r e n t value since there i s no exact 
equivalent between the old coins and the new decimal coins 
of these denominations (see Table I ) . 
I t has been suggested that the adoption of the lOs-cent 
decimal system would be i n f l a t i o n a r y i n the sense that prices 
without exact equivalents would be raised to the nearest cent 
above and not^ reduce to the next lower. 
This i s a problem which could solve i n t s e l f through 
the ordinary laws of commercial r i v a l r y . Moreover, o f f i c i a l 
conversion tables could be published and a l l businesses 
might be required, for sometime before t h e i r o f f i c i a l tran-
s i t i o n , to show a l l prices under both present and new decimal 
system. 
I f , f o r example, the following popular conversion 
table were prescribed, i . e . one which largely avoided 
f r a c t i o n s , the r e s u l t would be as indicated i n the fourth 
and f i f t h columns i n the table I I below;-
.. ./i-32" 
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TABLE I I 
SUGGESTED OFFICIAL CONVERSION RATES 
True Effects of Table 
Pence Cents Equivalent Sellers' 
Gain -
Buyers' 
Gain -
Pence Pence Pence 
1 1 1.2 0.2 • • 
2 2 2.k • • 
3 2 2.k •« 0,6 
1+ 3 3.6 0,1+ 
5 1|.8 0.2 
6 5 6.0 - -
7 6 7.2 0,2 • • 
8 7 8.1+ 0.1+ t • 
9 8 9.6 0,6 • • 
10 8 9.6 • • 0,1+ 
11 9 10.8 • • 0,2 
12 10 12.0 - -
1,8 1,8 
8/1+d-cent System;-
In t h i s system, the major unit (which i s equivalent to 
8/1+d) i s divided into 100 cents, each cent being equal to I d , 
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Advantages;" 
The main advantage of this i s that i t retains the penny 
at exactly the same value. I t has the vir t u e of simp l i c i t y 
( t h a t i s a duo-decimal system) but only i f the h a l f cent 
i s not circulated. I f i t i s considered necessary to retain 
h a l f penny as a ^  cent, t h i s would of course, have the impli-
cations as already discussed i n connection with the £-cent 
and lOs-cent systems. 
A l l present coins, half-penny (^ cent), penny ( l cent), 
three pence (3 cents), six pence (6 cents), s h i l l i n g (12 
cents) and f l o r i n (2i+ cents) translate exactly into the new 
decimal coins. 
Disadvantages; -
Although eminently satisfactory from the view point 
of the lower denominations, the chief disadvantage of t h i s 
system l i e s i n the relationship of the new major u n i t to the 
pound, £1 = 2.2+ (8s.Ud). Also, a l l of the exis t i n g notes 
would have to be replaced. 
A l l s t a t i s t i c s , f i n a n c i a l records, contracts, bank 
balances and so on expressed i n terms of pounds would have 
to be altered, and t h i s would require m u l t i p l i c a t i o n by 
2,k which could be a long and tedious job. I n f a c t , on 
"as s o c i a b i l i t y " d i f f i c u l t y arises once a value over 8/1+ i s 
involved. 
.../-aair 
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5s-cent System:-
This divides 5s i n t o 100 cents each cent being equal 
to 0,6d, 
Advantages;-
I t gives a f a i r l y "heavy" major u n i t with a t r a d i t i o n a l 
name - the crown - and i t is easy to convert multiples of 
t h i s u n i t to and from £ 5 . 
At the same time the minor u n i t i s small enough at 
0.6d to eliminate the need f o r f r a c t i o n a l coins. Thelhree 
penny b i t (5 cents), sixpence (10 cents), s h i l l i n g (20 cents), 
f l o r i n (1+0 cents) would a l l f i t happily into t h i s system. 
Disadvantages:-
A serious draw-back would be the reduction i n capacity, 
even w i t h f u l l conversion, of "press-down" key cash registers. 
I t has been said that even though the 5s-cent system 
may very well meet immediate needs, i t would be unl i k e l y 
to remain eff e c t i v e for very long, because i t could be 
s p o i l t by i n f l a t i o n . 
I t also has an "as s o c i a b i l i t y " d i f f i c u l t y for coins 
below 3d. 
Is-cent System;-
I n t h i s system the major u n i t (equivalent to Is) i s 
divided into 100 cents each cent being equal to 0.12d. 
. . . / - i35 -
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Advantages;-
The Is-cent system has a high "associability" advantage. 
With the exception of |-d and I d , a l l existing coins and notes 
three pence (25 cents), six pence (50 cents), one s h i l l i n g 
( l u n i t ) , two s h i l l i n g s (2 u n i t s ) , ten s h i l l i n g s (10 u n i t s ) , 
one pound (20 units) - could easily be related to the new 
decimal coins and notes. 
D i s advantage s;-
The great disadvantage of th i s system i s that i t gives 
too low a mojor u n i t to be convenient f o r large money tran-
sactions i n a country accustomed to a "heavy" u n i t , and a 
minor u n i t (0.12d) which i s unacceptably low. 
Also t h i s system could easily be s p o i l t ( i n the long 
run) by increase i n prices and standard of l i v i n g . 
RECOMMENDED SYSTEM:-
On the strength of the advantages and disadvantages 
of each o f the decimal currency systems discussed above, 
the lOs-cent system i s -the best to be adopted. The superio-
r i t y o f the lOs-cent system i s further revealed by the f a c t 
that most of the countries (Australia, New Zealand, South 
A f r i c a , Sierra-Leone, etc.) that have recently inquired-
i n t o , or adopted decimal currency systems, have chosen the 
lOs-cent system as the best. (See Table I I I ) . 
. . , / i 3 6 -
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TABLE I I I 
PUBLIC OPINION AS TO THE DESIRABLE DECIMAL SYSTEM 
S y s t e m s Great B r i t a i n Australia 
South 
Africa 
1. £l-mil system 17 9 
1 
3 
2. £-cent system 18 18 11 
3. lOs-cent system 20 27 75 
i+. 8/i+d-cent system 10 15 1 
5. 5s-cent system 9 - h 
6. Other decimal Systems 16 31 6 
The Timing and Phasing of the Change-Over: -
I f Nigeria established a security p r i n t i n g works and, 
or a mint, i t would be ideal i f the change-over to decimal 
currency i s made to coincide with the coming into operation 
of the p r i n t i n g works. 
I n any case, i t i s imperative that the introduction of 
the system be preceded by a preparatory period during which 
the public could be educated as to the implications of the 
change, and commerce, industry, finance, etc. could prepare 
themselves f o r i t . I n pa r t i c u l a r , the machine companies would 
require such a period f o r the planning of the conversion 
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programme, placing orders w i t h pverseas factories f o r decimal 
parts, recruitment and tr a i n i n g of labour f o r the conversion, 
etc. 
At the same time, the need for enough time f o r prepa-
r a t i o n must be balanced against the fact that Ihe cost of 
the change-over increases progressively as the economy 
expands. I n f i x i n g the length o f the preparatory period, 
the extent of the use of monetary machines i n Nigeria 
needs to be considered. I t would appear ii i a t a period of 
perhaps up to two years w i l l be required to convert machines 
and educate the people to accept the change. 
This preparatory period which w i l l precede the D-day 
would s t a r t from the date of a fi r m government announcement 
of a decision to decimalise, giving the date of "D-day" 
and f u l l d e t a i l s both of the system and coinage to be adopted 
and of the f i n a n c i a l arrangements to be made. 
"D-day" may be regarded as the day on which the nation 
o f f i c i a l l y adopts a decimal currency, those organisations 
having a special problem, generally the possession of 
unconverted £.S.D. machines, being temporarily exempted. 
The banks, shops and transport undertakings w i l l face 
the biggest change-over problems because of t h e i r direct 
monetary dealings with the public. I t would, therefore, 
be appropriate to adopt f o r "D-day" the time of the year 
. . , / - i 3 ^ 
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most convenient f o r them. The slackest time of the year for 
these businesses could be taken - e.g., the month of July 
or August. 
Because of the special change-over problems of the 
banks, i t might be necessary f o r them to remain closed to 
the general public on the Tursday, Friday and Saturday 
preceding D-day, provided due public notice i s given and 
provided f u r t h e r that the banks off e r safe deposit f a c i l i t i e s 
during such days to those customers who may not wish to keep 
large sums ofrmoney on t h e i r own premises. 
The Timing and Phasing o f Coinage Changes;-
Ultimately a l l c i r c u l a t i n g £.S.D. coins w i l l have t o 
be withdrawn and demonetised, although the changes w i l l not, 
of course, a l l need to take place simultaneously. I n phasing 
coinage changes, the folloiffing needs have to be balanced; 
( l ) to reduce to a minimum the t o t a l number of diff e r e n t 
denominations c i r c u l a t i n g at any one time; 
(11) to introduce new denominations one by one or 
group by group, so as to enable the public to 
get used to each gradually; 
( i l l ) to provide f o r the concurrent c i r c u l a t i o n for a 
reasonable period of any two denominations, one 
of which i s l i a b l e to replace the other f o r use 
i n s l o t machines; 
( i v ) to reduce to a minimum the number of coinage 
. . . / i 3 ^ 
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changes during the t r a n s i t i o n a l period. 
Under the lOs-cent system the following d ecimal coins 
w i l l have to be introduced i n replacement of the £,S,D, coins; 
Denominations £, S. D. 
1 cent 1.2d 
2 cents 2,L|.d 
5 cents 6d 
10 cents 1/-
20 cents 2/-
The existence of the half-penny on "D-day" would greatly 
complicate the conversion tables, since i t would be necessary 
to provide decimal equivalents for prices ending i n a h a l f -
penny. I t s withdrawal at that time would increase the plumber 
of changes at the time of maximum confusion and would increase 
the burden of the banks. I t would be necessary, therefore, 
to demonetise half-pennies, say about, nine months before 
"D-day", 
I t w i l l be necessary to have an ample supply of 1 cent 
and 2 cent coins on "D-day" to enable r e t a i l e r s to conduct 
cash transaction i n decimals. 
Pennies w i l l continue to be needed u n t i l s l o t machines 
(telephone coin-boxes etc.) are converted. I t w i l l however, 
not be practicable to keep the coins i n c i r c u l a t i o n u n t i l 
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every single penny-operated machine has been converted. 
Pennies should be demonetised as soon as practicable after 
the end of the t r a n s i t i o n period. Three pences would need 
eventually to be demonetised, but coiild be retained during 
a t r a n s i t i o n a l period. 
The 5 cent, 10 cent, and 20 cent coins would have 
the exact value equivalents of 6d, I s , and 2s respectively, 
(and they could also have the same size and appearance 
but d i f f e r only i n design). I t would therefore be unneces-
sary to add to the minting problems of the immediate change-
over period by withdrawing and replacing these old coins 
i n c i r c u l a t i o n . But the c i r c u l a t i o n before "D-day" of 
a number of 5, 10, and 20 cent coins would serve a useful 
educational purpose, and could easily be done by the mint 
i n meeting normal demand f o r coins. This would be consistent 
with the p r i n c i p l e of minimising the number of changes 
made at any,one time. The active withdrawal of 6d, I s 
and 2s should commence towards the end of the t r a n s i t i o n 
period. 
Machine Aspect:-
The nature and extent of the task involved i n conver-
t i n g £.S.D. monetary machines, make i t desirable that 
Government appoint an authority to assist i n the necessary 
• . ./il+Jt* 
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administrative arrangments and to co-ordinate the conversion 
programme. Such an authority would escplore change-over 
problems i n d e t a i l , promote and supervise a campaign of 
public information and do everything necessary to f a c i l i t a t e 
a speedy and e f f i c i e n t t r a n s i t i o n . 
I n order to guard against a heavy and unwarranted i n f l u x 
of £.S,D. machines which would unnecessarily increase both 
the cost and time of the conversion programme, r e s t r i c t i o n s 
should be placed upon the importation of £.S.D. machines 
from the date the inte n t i o n to decimalize i s announced. 
Cost of Introducing the Recommended System;-
I t i s obvious that the adoption of a decimal currency 
w i l l give ri s e to a variety of costs, although i t should 
be pointed out that they w i l l be of a non-recurring nature. 
Some of the costs w i l l be immeasurable and they include 
inconveniences to consumers and others, a l t e r a t i o n of 
f i n a n c i a l records, dual-currency accovinting problems, 
price t i c k e t i n g i n r e t a i l shops and so on. The main 
measurable costs w i l l be the cost of converting and repla-
cing monetary machines, manufacturing and issuing new 
coins, p u b l i c i t y and central administration etc. 
I n some countries i t has been agreed i n principle that 
government should bear some or a l l of the costs involved i n 
converting or replacing monetary machines. 
This i s "based on the argument t h a t the advantages 
of change-over to decimal currency would .accrue to the 
n a t i o n as a whole, and not t o i n d i v i d u a l i n t e r e s t s , and 
t h a t i n the absence of compensation the biggest burden 
and costs r e s u l t i n g from d e c i m a l i z a t i o n would f a l l on 
the machine owners. 
I f the government accepts the o b l i g a t i o n to make 
compensation, then a method of estimating costs w i l l have 
to be.devised. 
I n other c o u n t r i e s such compensation has been r e s t r i c t e d 
to expenditure i n c u r r e d i n the conversion or replacement of 
£,S.D. machines; and a p r a c t i c e has been adopted whereby a 
" l i f e " i s placed on each type of machine, and according 
to whether or not a machine has o u t l i v e d i t s economic l i f e , 
the t o t a l conversion cost has e i t h e r been p a i d by government 
or a smaller c o n t r i b u t i o n has been made f o r replacement. 
That i s machines w i t h i n the c o n v e r t i b l e age only are 
converted, and ov/ners of machines over t h a t age but w i t h i n 
t h e i r economic l i f e receive a c o n t r i b u t i o n towards t h e i r 
replacement (see Table IV below): 
TABLE IV 
Type of Machine 
E S T I M i ^ T E 
Machines conver-
t i t l e up to -
Machines 
Replaceable 
Accoimting Machines 7 years 7-10 years 
Adding Machines 10 years 10-15 " 
Cash Registers 13 " 15-20 " 
Cheq.ue W r i t e r s 15 " 
E l e c t r i c P e t r o l Puraps A l l c o n v e r t i b l e 
Pranking Machines 15 years 
Pr i c e Computing scales 20 " 
Pimched Card Tabulators 10 " 
Taxi-Meters 15 " ... 
T i c k e t i s s u i n g machines 25 " ... 
I n the above Table i t w i l l be n o t i c e d t h a t f o r a l l 
machines - except Accounting Machines, Adding Machines, 
and^Registers - the c o n v e r t i b l e age and the economic l i f e ^Cash 
coinci d e . 
Without a comprehensive questionnaire being set t o 
a l l governments, s t a t u t o r y bodies and p r i v a t e employers 
Y/ho make use of £.S.D. machines, i t i s impossible to guage 
vdth any degree of accuracy the t o t a l amount involved. 
- -
However, i f the government accepts the p r i n c i p l e of 
r e s t r i c t i n g compensation t o expenditure i n c u r r e d i n the 
conversion or replacement of £.S.D. machines; and the p r a c t i c e 
of p l a c i n g a " l i f e " on each type of machine, and assuming 
t h a t N i g e r i a n economy i s not yet h i g h l y mechanised, Mr. 
Beach's estimated cost of compensation - £3.0 m i l l i o n -
may not be too wide o f f the mark. 
The coinage costs of the change-over can be grouped 
under two main headings: f i r s t , the cost of manufacturing 
the new decimal coins and second, the f r e i g h t , handling, 
s o r t i n g , and storage costs involved i n i s s u i n g decimal 
coins and withdrawing the £.S.D. Most of the costs under 
the second heading would f a l l on the banks. 
Table V below shows the number of £.S.D. coins i n • 
c i r c u l a t i o n on 31st December, 1963 and the estimated cost 
of r e p l a c i n g them by decimal coins. I t would, as the table 
shows, cost about £2 .5 m i l l i o n . However, i t i s only the I d 
pieces t h a t w i l l be t o t a l l y withdrawn and replaced immediately. 
The other costs would be i n c i i r r e d i n any event as o l d coins 
are withdrawn from c i r c u l a t i o n and replaced by new ones. 
- 145--
TABLE V 
DECIMAL COINS 
Old coins 
Niomber i n c i r c u l a -
t i o n on 31st December 
1963 ( i n thousands) 
Cost of replacing 
o l d coins & notes 
w i t h decimal ones 
(£*s thousands) 
Pennies 155,520 £ 653 
Three pences 86,800 £ 182 
Six pences 26, w £ 51 
S h i l l i n g s 39i+,680 £1,410 
F l o r i n g s 1,280 £ 8 
T O T A L 664,720 £2,304 
•5/- notes 5,610 £ 8 
10/- notes 5,646 £ 14 
£1 notes 62,647 £ 156 
£5 " 675 £ 2 
T O T A L 74,578 £ 180 
I l l 
THE MONgy ai^mn 
The current definition of ine money supply i s that of the 
International Monetary Fund, I t covers notea and coins i n the 
hands of the puolic plus demand deposits of banka ( l e s s i n t e r -
bank) deposits andy vhere neceasary, the assets of the postal 
cheeking system* I t i s thus designed to cover a l l the cash 
assets of the cGomunity while excluding the whole of the 
'near money* assets. I t i s impossible in th i s a r t i c l e to 
survey the long discussion as to the appropriateness of 
th i s d e f i n i t i o n for any given country or certain particular 
group of countries* I t i s the defini t i o n as i t now stands which 
i s under levlew* 
The I*M.P. money-s^ppiy definition has certain d i s t i n c t i v e 
features, and chief among i t s advantages a e the following 
f i v e : -
(1) I t i s conventional; 
(2) I« i s e a s i l y assessed s t a t i s t i c a l l y ; 
(3) I t corresponds to the mcmey and credit actually 
used for transactions; 
ik) I t helps to form a measure for the velocity of 
ci r c u l a t i o n ; 
(5) I t f i t s the Fisher Formula, 
One major advantage of thi s definition i s tne f a c t tiiat 
I t i e conventional and i t s e t a t l s t i c a l coonterpart can usually 
De supplied ijyeny country today, and oy tne f i n a n c i a l l y more 
mature countries for a considerable period, i n i s makes 
possible both international and h i s t o r i c a l comparisons» however 
t r i c k y and d i f f i c u l t they may be. ifaturally, however accurately 
defined s t a t i e t l c a l l y , tne *money supply* may not have the 
same funclon in economics as different as those of the United 
States and Ireland > or of £ilgeria and (ireat B r i t a i n . The 
variations i n content are, however, certainly not greater 
and probably laoaller than, say, those of the national income 
s t a t i s t i c s . Moreover, the y|a;ylng significance of the money 
simply i n different countries should not oe unknown to those 
who haoltually use the terms. l i s r e l a t i v e l y high degree 
of comparability has recently been seen i n i t s unanimous 
acceptance as one of the i t m s in the c l a s s i f i c a t i o n of 
f i n a n c i a l assets and l i a b i l i t i e s i n the United ITations System 
of National Accounts. 
The IMF d e f i n i t i o n has, moreover, the advantage of 
representing the money (cash and deposits) which I s actually 
used for transactions of a l l k ^ d s . I f a bank grants a credit 
to a firm or individual - i . e . tne item * advances' -> th i s 
credit i s usually used Immediately - or within a very short 
time - by tne borrower and then i s automatically turned into 
cash and/or deposits either in h i s own hands or i n those of 
'2o( 
h i s former creditors* 
!Qie measures taken to control the money supply therefore 
should be able to regulate the volume of the transactions 
during any single period - apart from tinaller variations c«used 
by changes i n the velocity of c i r c u l a t i o n of money* Thus 
effe c t i v e demand can be controlled* Naturally i f the monetary 
authorities have allowed large money claims to build up (for 
instance as a r e s u l t of wartime l i q u i d i t y ) these can subse-
quently be drawn upon by the public at large without the 
sanction of the monetary authorities* Thus, time (savings) 
deposits are often considered a dangerous *near money* asset, 
but even when the puolio wants to mobilize i t s cash assets 
quickly (as i t did during the Korean c r i s i s ) the savings banks 
can, i f they wish, enforce their n o t i f i c a t i o n periods, whereas 
demand deposits, on the other hand, are e f f e c t i v e l y 'cash'* 
The argument extended to short term paper and investments 
w i l l be examined oelow* 
Once the money actually used for transactions has oeen 
i d e n t i f i e d , i t i s possible to use i t as tne basis fco? a 
calculation of the velocity of c i r c u l a t i o n . While the l a t t e r 
can never be more than a sympton of deeper forces at wopk 
(such as changes i n eo^eetations and behaviour) there i s reason 
to oelieve that every economy has a 'normal' velocity for each 
given phase of i t s growth. Any deviation from t h i s norm w i l l 
act as a signal that greater changes are pending - j u s t as a 
change i n body teoiperature i s a warning to a doctor without 
being a cause i n i t s e l f . Changes in the velocity of c i r c u l a -
tion may have sp e c i a l relevance for analysis i n fin a n c i a l l y 
l e s s mature econcmies. 
The money supply, as defined aoove, i s the one which 
f i t s the celebrated Fisher foraula and lin k s up with the 
quantity theory of money. The Fisher formula i s also known 
as the equation of exchange and i s often written MV = PT 
where 'M' i s the money supply, *V' i s the velocity of 
c i r c u l a t i o n , *P* the general l e v e l of prices and *T* the 
volune of transactions at their original p r i c e s . The 
equation as such i s a truism, i . e . i t i s always correct for 
any given moment i n time. The e s s e n t i a l difference oetween 
the equation of exchange and the quantity of money i s that 
the l a t t e r explains a causal r e l a t i o n . For instance, an 
Increase i n the money supply through time w i l l cause and 
increase i n the general price l e v e l . This i s not the place 
to enter into the involved discussion on tbe many refinanenis 
of the quantity theory, or the ni c e t i e s of i t s theoretical 
v a l i d i t y . The fact remains that, although the quantity theory 
of money may not be the refined a n a l y t i c a l instrument as many 
of i t s devotees have maintained, i t has proved a surprisingly 
useful t o o l . i n the analysis of an a i l i n g economy. The 
variables i n the equation, especially money supply, velocity 
and p r i c e s , are usually quickly available s t a t i s t i c a l l y . 
whereas more refined data are not. xhey also have the virtue 
r e f l e c t i n g current behaviour of individuals, which i s an 
important point of departure when seeking to assess their future 
behaviour. 
These fi v e important aspects of the money supply - viewed 
i n accordance with the X.M.F* definition (and i t s many pre-
cursors) - help to explain why i t has long held a key position 
both i n the theoretical discussion and in the monetary policy-
making of the l a s t f i f t y years* That i t s strategic position 
i s now oeing questioned, especially ror the f i n a n c i a l l y 
more mature countMes, i s due to many factors, some v a l i d , 
others based on misconception* 
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IMFORIvm'riON RL'P.UIi^ .aD '^ Y THE i^IGMIAx^ D jLOr-iv.xI:!' }ii':D 
Il^DUSx^RIAL BAI'iK (INIDE) 
The f o l l o w i n g schedule i s the inform a t i o n required by che 
I n d u s t r i a l end Development Banic of Nigeria as tne oasis of cneir 
c o n s i d e r a t i o n of an a p p l i c a t i o n f o r f i n a n c i a l assi&ta^ice. I t 
i s reproduced here from Investment Oompdny of Higeria (iCOi.), 
the predecessor of the NID3 from i t s j u o i i s h e d paiuphlat e n t i t l e d 
' A Key t o Development'. 
The f o l l o w i n g are the headings under \.hlch 'ce' f i i ' l l 
d e s c r i p t i o n of the P r o j e c t should be supplied. 
NAME AND ADDRE3 Off APPLICANT: 
Notes: 
(a) I f the contemplated business i s to be conducted j y 
a l i m i t e d company or partn e r s h i p , s t a t e also:-
( i ) Name of company or partnership. 
(11) P u l l d e t a i l s of r e l a t i o n s h i p of applicant to 
partnership or company (e.g. manager, secretary, 
partner, d i r e c t o r , e t c . ) . 
( i l l ) Other members of company or partnership, d e t a i l s 
of each one's c a p i t a l p a r t i c i p a t i o n and nai^iies 
and addresses of a l l d i r e c t o r s ( i n case of a company). 
(b) A copy of the Memorandum and A r t i c l e s o f Association 
should be supplied i n the case of a company. I f the i n d i v i d u a l . 
p a r t n e r s h i p or company concerned i s already conducting a 
business, audited Balance Sheets and P r o f i t and Loss Account 
of the l a s t f i v e f i n a n c i a l years ( i f a v a i l a b l e ) should be supplied. 
2. PROJECT; 
Stat e whether i t i s a new i n s t a l l a t i o n , or an expansion 
or improvement o f an e x i s t i n g i n s t a l l a t i o n . Give a compre-
hensive d e s c r i p t i o n of the e x i s t i n g business ( i f any) and the 
business ?/hich the project e d development i s in-cended t o create. 
Give also an o u t l i n e of the manufacturing or other process 
to be c a r r i e d out. (The form of t h i s o u t l i n e should be 
discussed v/ith NIDB before i t i s submitted) 
3o BSTIiyiATED CAPITAL COST OP PROJIDT: 
This should be given i n the form of a t a b l e , v/hich should 
show the f u l l cost of each of the categories mentioned belo:;. 
I f any items are to be purchased abroad, the cost should be 
d i v i d e d i n t o two columns, one showing the amount t o be spent 
i n N i g e r i a , the other showing the araount to be spent abroad. 
(a) Land 
(b) Buildings and constructions of a l l kinds, 
r e f e r r i n g separately t o housing ( i f any), 
roads and services. 
( c ) Fixed plant and machinery, snowing f r e i g h t to 
s i t e and cost of e r e c t i o n separately. 
(d) LIpveablG p l a n t , t o o l s and couipmont. 
(o) Vehicles. 
( f ) Power p l a n t , o l o c t r i c a l i n s t a l l a t i o n s , 
other services 
(g) 0thc;r items to be purchasod. 
(h) Amount rocLuircd as v/orkin-r c a p i t a l . 
NOTE;-
I n appropriate cases, d e t a i l s of some or a l l of the 
above items w i l l be needed, as also a plan of the buildin^^ and 
f a c t o r y l a y - o u t . 
i;. PROPOSED CAPITAL STRUCTURE:-
De t a i l s of the way i t i s intended to obtain the c a p i t a l 
(e.g. by issue of shares, loans, o v e r d r a f t s , etc.) and amounts 
and sources of funds already promised or. to be provided by 
the a p p l i c a n t s . 
5. REQUEST FOR NIDB'S PARTICIPATION;-
The amount of finance requested from NIDB and i t s 
proposed form (e.g. share c a p i t a l , loan, e t c . ) . 
6. MANAGEMENT;-
Who w i l l supervise the co n s t r u c t i o n of the f a c t o r y or 
other u n i t s ? Who w i l l manage the business? Who w i l l be i n 
charge of the technical aspects of the business? 
Give b r i e f d e t a i l s of the previous experience of a l l 
such persons. 
7. RAW MAIERIALS ETC. 
(a) L i s t of main raw m a t e r i a l s , q u a n t i t y required per 
annum and source from which they w i l l be secured. Any 
contracts made f o r t h e i r procurement should be r e f e r r e d 
t o . State the number of weeks' supply of each m a t e r i a l 
t h a t w i l l normally be h e l d i n stock. 
(b) Fuel and power requirements, and ,how they w i l l 
be obtained. 
(c ) Other services required, e.g. water, r a i l communi-
ca t i o n s , waste disposal, etc. and how they w i l l be 
ob tained. 
8. LABOUR;-
Estaimated labour requirement, d e t a i l i n g the s k i l l e d 
jobs, a v a i l a b i l i t y of the labour required 
9. ECONOMICS OF PROJECT;-
Describe the economic conditions which Indicate the 
d e s i r a b i l i t y and prospects of the p r o j e c t , e.g. the present 
Nigerian consumption of s i m i l a r goods, or the evidence of 
an u n s a t i s f i e d demand f o r them; the reason f o r b e l i e v i n g that 
t h e i r manufacture i n the l o c a l i t y chosen i s p r a c t i c a b l e and 
w i l l provide a s a t i s f a c t o r y product a t a competitive p r i c e ; 
any b e n e f i t s t h a t the p r o j e c t w i l l confer on the Nigerian 
economy; the applicant's view on fu t u r e expansion or probable 
new l i n e s of business; names and addresses of other f i r m s 
supplying s i m i l a r goods i n the area of intended sales, w i t h 
d e t a i l s of t h e i r sales, output and production capacity, 
manufacturers', wholesalers' and r e t a i l e r s ' prices ( i f the 
goods are imported, the imported p r i c e should be given instead 
of the manufacturer's p r i c e ) . 
10. ESTIMATED TRADING RESULTS;-
(a) What w i l l be the d a i l y output of the proposed plan? 
I f the expansion-of an e x i s t i n g p l a n t i s intended, 
give the d a i l y output a t present and/or estimated 
output a f t e r the expansion. 
(b) Give the estimated turnover, operating costs and 
p r o f i t s f o r the f i r s t three years of operation, 
showing depreciation, i n t e r e s t on loans and taxa t i o n . 
(NIDB'S s t a f f w i l l i n d i c a t e the degree of d e t a i l 
r e q u i r e d i n r e l a t i o n to the various elements i n the 
estimates). 
11. GENERAL; -
Any other r e l e v a n t i n f o r m a t i o n , i n c l u d i n g degree of 
Government support f o r p r o j e c t , pioneer s t a t u s , customs 
r e l i e f , e t c . 
12. REFERENCES;-
Names and addresses of persons who w i l l provide references, 
i n c l u d i n g a t l e a s t one Bank, and a f i r m of au d i t o r s . 
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